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INTKODUCTION 


Federal Finance in Peace and War ” is an Enquiry complementary to 
that made into the burden of taxation/ and has been undertaken in 
consultation with the National Institute of Economic and Social Research, 
without whose assistance it could never have been instituted. It has in- 
volved a somewhat minute study of the Budgets and other Financial State- 
ments of the United States of America, Canada, Australia, South Africa and 
India. These countries were selected because they possess fundamental 
constitutional likenesses and continuity of history, which make the treat- 
ment of their systems of public finance a suitable single field of study. 
It was decided to restrict the Enquiry for two reasons. In the first 
place, it was not possible to cover all Federations in the world, such as 
Switzerland, Germany, Russia, Mexico, Brazil and the Argentine, and, 
secondly, a description of the temporary structures of totalitarian countries, 
such as Germany, would be largely dependent upon political analysis. 
Municipal as well as Provincial or State finance has been examined as 
it is intimately connected with the Central or Federal Government’s 
•finance. The years chosen for examination include the pre-rearmament 
year 1937-38 and a recent war year, usually 1941-42. The effects of the 
greatest depression of the machine age, that of 1929-32, have been so 
widespread as to affect to a very remarkable degree the tax structures, 
and on this account crisis finance could not be omitted. 

' It is well known that a Budget covers only part of a nation’s economic 
and financial activity ^and, therefore, in the early stages of the Enquiry 
it was realised that a study of the National Income technique of Public 
Finance had to be considered. This meant that attention had to be given 
to the National Income, Public Expenditures and Public Debt, apart 
altogether from a study of the tax structures of the countries and of the 
units in the Federations. It has been rightly pointed out that (a Budget 
is not a balance-sheet in which all assets and liabihties of the concern are 
given, but is similar to a Profit and Loss account of a business enterprise, 
only the changes are over a twelvemonth. The Budget itself is no 
longer regarded as the national balance-sheet but only a part of it. 
In short, we have to take into consideration the quantitative estimate 

^ G- Eindlay Shirras and L. Rostas, The Burden of British Taxation. The National 
Institute of Economic and Social Research Studies No. 2, Cambridge University Press, 
1942, also American Edition, The Macmillan Company, New York, Jan. 1943. 
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of the whole economic activity of the country and not merely the 
cross-section of it with which the Government is concerned. When 
unemployment is at its worst an expansion, and not a contraction, 
of public expenditure to meet the decline in tax revenue is essential. 
It is only within recent years that in ofScial circles it has been realised 
that unemployment could be avoided by a policy of regular and large 
Government expenditure.^ Deficits are not, as Gladstonian finance always 
regarded them, thoroughly bad in themselves and to be avoided ; 
they are even desirable for the stabilisation of economic life. Nothing 
has been so revolutionary in public finance in recent years as this idea of 
the inclusion of items hitherto undreamt of in the philosophy of budgetary 
finance.’ Since 1941 annual tax proposals have been based on an examina- 
tion of the nation’s total income and expenditure as set out in the White 
Paper on The Analysis of the Sources of War Finance and an Estimate 
of the National Income and Expenditure From this the so-called 
‘‘ Inflationary gap ” can be measured. We have to consider not merely 
the domestic expenditure and revenue of the Government but overseas 
resources, extra-Budgetary receipts, sums available for investment as 
depreciation in war-time cannot be made good, and, most important of all, 
new savings obtained through the National Savings movement and^ 
similar movements for investment.* Similarly, there is the Deflationary 
gap in budgeting for full employment. The difference between the 
potential savings of the community, the savings if the national resources 
had been fully used in production, and the actual loan expenditure on 
capital construction by private firms, individuals and local authorities 
other than the Central Government, has to be made good by the Govern- 
ment’s supplementing this regularly to the extent of the difference. It has 
also been realised that tax policy as well as expenditure has a pajit to play 
in economic stability.) May not taxation play its part as a factor helping 
inflation or deflation, expansion or contraction ? May not a planned 
system of taxes be flexible enough to be used to increase or decrease 
saving or investment ? fin the downward swing of the trade cycle, tax 
policy may remove maladjustments by a relatively light tax burden upon 
spending and a relatively high tax burden on surplus savings.' A tax 
pohoy might aim at reducing liquidity preference, e.g, in regard to un- 
distributed profits to prevent relapse and at another to prevent excessive 

^ Accepted by the British Government in 1944, vide White Paper on Employment 
policy (Cmd. 6527), The Government accept as one of their primary aims and responsi- 
bilities the maintenance of a high and stable level of employment after the war.’* 
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expansion by curtailing excessive profits. In both cases stability would 
be assisted. Even if purchasing power is being restored by Government 
expenditures, a taxation policy is complementary and worthy of examina- 
tion, as a tax system often has many taxes the effect of which is the 
curtailment, during a depression, of consumers’ purchasing power. In 
other words, the effects of a taxation policy must be considered as well as 
a policy of public expenditures. Financial equilibrium is not merely 
equilibrium of Budgetary revenue and expenditure but equilibrium of the 
country’s aimual income and expenditure, an equality between spendable 
income and available resources. This may indicate in the future, at all 
events in the countries of chief industrial importance, the very countries 
which tend to save too much, the presentation of a Capital Budget quite 
apart from a Eevenue Budget. For this and other reasons in this Enquiry 
a study of National Income, Public Expenditures and Public Debt has been 
linked up with an analysis of tax structures. 

The report is divided into three parts. The first deals with the Scope 
and Method of the Enquiry and the Public Finance and National Economy 
of the oldest of the Federations, the United States, and a s imil ar 
analysis of the Federations comprising the British Commonwealth — 
Canada, Australia, South Africa and India. The tables in Part I are 
"Summary tables and are set out in the table of Contents. Part II consists 
of the general principles imderlying the study of Part I with special 
reference to intergovernmental financial relations, not merely as applied 
to conflicts between Federal and State Governments, between State and 
Local Governments and Federal and Local Governments or between 
States of the Federation or between Nations, but also to financial 
relations in regard to specific taxes and specific functions. It deals 
also with the solutions for these conflicts. Part III contains statistical 
tables other than the Summary tables in Part L An Index has been 
prepared for faqility of reference. 

. I desire to place on record my deep sense of appreciation to the 
Governments which have not only provided official data but explanations 
regarding financial relations. My second duty is to thank the High Com- 
missioners of Canada, Australia, South Africa and India ; the Dominions 
Office ; the American Embassy in London ; the American Treasury 
Committee, over which Professor Luther GuHck was Chairman ; the 
Rt. Hon. Yiscount Bennett, P.C., K.C., LL.D., formerly Minister of 
Finance and, from 1930 to 1935, Prime Minister of Canada and member of 
the Council of University College, Exeter ; Dr. S. A. Cudmore, Dominions 
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Statistician,, Canada ; Professor Haig of Columbia University, New York ; 
Miss Mabel L. Walker, Director of the Tax Institute of the University of 
Pennsylvania ; and many other non-oflacial experts. Mr. Henry Clay and 
Mr. Geoffrey Crowther have acted as the Sub-Committee of the Institute 
connected with the Enquiry, and their judgment on various points 
has been of great value. Mrs. F. Stone, Secretary of the National 
Institute of Economics and Research, has always been most ready to serve 
the interests of the Enquiry, and her ability and tact have been greatly 
appreciated. Dr. G. Rusche and, especially, my Research student, 
Mr. J. R. L. Schneider, B.Sc., have assisted with the heavy statistical 
work, and Miss Joan Ambrose and Mrs. W. M. Timms have performed the 
secretarial work of the Enquiry with energy and success. Mrs. E. J. Condon 
greatly assisted with the proofs and with the Index. 

G. FINDLAY SHIRRAS 


1 6th January 1944 



PART I 


CHAPTEE I 

THE SCOPE OP THE ENQUIRY 

In the Introduction the limitation of the scope of the Enquiry has been 
discussed. The selection of the years was intended to cover the pre-re- 
armament period and the war period as well as the crisis of 1929-32 which 
has had so lasting an effect on Federal Finance. The pre-rearmament 
year of 1937-38 was taken as a most t 5 rpical pre-rearmament year. 

In the last decade all Federal systems of government have been 
subjected to much strain, and the questions underlying Federal Finance 
have received a new emphasis. This has been especially true in the 
United States and in the Federal States of the British Commonwealth. 
The Federal State, as is known, rests on the assumption that sovereignty 
in a single State can be divided among several Governments which act 
independently of one another. There are always, however, two distinct 
and conflicting forces at work. In the first place, there is the unifying 
influence brought about by common interests and common aims which 
can best be promoted by union. On the other hand, there is the desire of 
the States or Provinces and Local Authorities to preserve a large measure 
of their independence. A Federal State or Union is in fact a marriage of 
jconvenfeiine.^ Interdependence reduces independence, and in recent 
years there has been a continuous drive towards centralisation.'" It is 
here that the Federal dilemma lies. { On the one hand, with the great 
increase of transport and communications and the growth of large-scale 
organisation there has been considerable integration in the Federal State, 
as was well shown in the greatest depression of the machine age, the 
depression of 1929-32. There has been a great development of Govern- 
ment intervention in economic and social matters. In short, there is the 
move towards centralisation, but, on the other hand, if the units do not 
resist this tendency towards centralisation, the Federal system may be 
seriously weakened at its foundations. With the rising costs of govern- 
ment, new activities are demanded and higher standards are required 
for old ones. This can be seen in the large increases in expenditures 
on development as well as on the social services in all the countries 
studied. All Governments, including Federal Governments, are increasing 
considerably their grip on the economic Ufe. Governments to-day are 
taking a much larger share of the national income than ever before. In 

1 B 
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the United States, for example, Federal, State and Local taxes were the 
equivalent of 4 per cent of the national income in 1860, 10 per cent in 
1900, between 20 and 25 per cent in the years immediately preceding the 
war, 28 per cent in 1940-41, and in 1941-42 at least one-third of the 
national income excluding the social security taxes. The total expendi- 
tures, National, State and Local, as given in Table VI, Chapter III, show 
that the total expenditure as a percentage of the national income is not 
less than 41 per c^t in 1942 as compared with 27 per cent in 1941. The 
Finance Minister of Canada has stated that the expenditures of the 
Dominion Government, including the assistance given to the United 
Kingdom but excluding all Provincial and Mimicipal expenditures, 
amounted in 1942 to nearly 50 per cent of the national income. Before 
the war it was estimated that Federal, Provincial and Municipal authorities 
spent from 25 to 30 per cent of the national income, and this included 
heavy expenditures for unemployment and agricultural relief. 

In periods of national emergency, State and Local Government 
Budgets are eclipsed by Federal Budgets, but in normal periods between 
war and depressions. State and Local expenditures have exceeded 
Federal expenditures. Thus, in the United States, although Federal 
revenues and expenditures have greatly expanded in the last ten years, it 
is only since the current fiscal year that Federal taxes have exceeded 
aggregate State and Local taxes. In Canada in 1937 Dominion taxation 
amotmted to $464 millions while Provincial and Municipal revenues were 
respectively $244 millions and $309 millions. 

We discuss elsewhere the problem of competition and co-operation 
among taxing authorities in Federal States, but it will be suflfioient if we 
state here that this urge towards centralisation is characteristic of the 
.unification of the national economy and of the enormous growth in 
Government spending. /The taxation of surplus income through pro- 
gressive taxes is admirably suited for centralisation or Federal collection, 
and this is one of several reasons why, when Governprei^ts aibsorb a large 
fraction of the national income in taxation, the taxs^^ system itself 
assumes great economic importance,* / ' ' 

With the passing of the Social Security Act of 1936 in the United 
States, the Federal Government increased its financial power considerably. 
In 1930 the grants to the States were less than $150 millions covering 
eleven State activities. Emergency grants in connexion with the depres- 
sion and the Social Security plan of the New Deal brought the total to 
about $800 millions in 1939, and the aided activities increased to twenty- 
one. 'About 14 per cent of the total revenues of the State Government 
now comes from Federal grants. Indeed, as will be seen later, there is 
springing up, in consequence of the dominance of Fedeml Government in 
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recent years, a new Federalism — a co-operative Federalism replacing tlie 
old Federalism in which the Federal or National Government and the units 
went their separate ways without regard to what the others were doing. 
Thus in one year, 1937, over one hundred statutes were passed by forty 
States to aid the United States Federal Housing Administration alone.’^ 
The scale of Government action, in short, is now such that it' affects to a 
very large degree the working of the national economy of a country, and 
tends everywhere to increase rather than to diminish^* The competition 
between Federal, State and Local Governments for revenues is growing, 
and there is a decided tendency for the Federal authority to use its wider 
taxation powers to control the layers of government below it. There is a 
good deal of overlapping as we shall see. In the United States, for example, 
more than 90 per cent of combined Federal and State tax yields come 
from cofomon tax bases. Only customs duties are denied to the States 
and only the property tax and motor vehicle duties are not available to 
the Federal Government. The multiplicity of tax authorities has been 
much in evidence in recent years. The number in the United States is 
usually estimated at 175,000. 

Another interesting feature of Federalism is the changing nature of 
the tax systems of Federal and State Governments which is in contrast 
to the negligible changes in local taxes. Customs duties and taxes on 
liquor and tobacco were, at 'the beginning of the present century, the 
main sources of Federal revenue in the United States ; to-day they produce 
only one-fourth of the Federal tax revenues. At the present time State 
Governments are obtaining 75 per cent of their taxes from sources that 
were negligible or non-existent at the beginning of the century. Local 
Governments, on the other hand, still obtain a great proportion of their 
revenue from the taxation on property,^ 

Events such as have been referred to in the above paragraphs have 
produced considerable discussion in recent years. A Royal Commission 
on Dominion-Provincial Relations was appointed in Canada in August 
1937, and its Report in three volumes was submitted in March 1940 and 
published in March 1941.® 

This monumental Report will long be a locus classicus on Federal 

^ Y. 0. Key, “ State Legislation Faoilitative of Federal Action ”, Annah of the American 
Academy of Politic^ and Social Science, Jan. 1940. Of. J. A. Corry, “ Xhe Federal 
Dilemma ”, Canadian Journal of Economics and Political Science, May 1941. 

® Tax Selations among Governmental Units, Taz Policy League, New York, 1938; 
Mabel Newcomer, Taxation and Fiscal Policy, New York, Columbia !^ss, 1940. 

® Ottawa, 1940. Vol. i, Canada : 1867-1939 ; vol. ii. Recommendations ; vol. iii, 
DoeumenMon. The Report was accompanied by research studies prepared for the Royal 
Commission including Comparative Statistics of Public Finance, British North American 
Federation, the Economic Background of Domiaiou-Provinoial Relations, National 
Income, Labour Legislation and»Sooial Services. See Appendix I. 
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Fiaaiioe. The Coromission was appointed because of general dissatis- 
faction in respect of Doroinion-Provincial Relations, a dissatisfaction 
which reached an acute stage during the depression of 1929-32. Pro- 
vincial and Local Governments were unable to deal with unemployment 
and agricultural distress, and the resulting financial difficulties in regard 
to administrative responsibility meant a serious strain on national unity. 
By an amendment to the British North America Act, the Dominion was 
able to introduceV as from 1st July 1941, a nation-wide scheme of un- 
employment insurance much the same as that existing in the United 
Kingdom. As will be seen in Chapter IV on Canada, the Dominion 
Government decided to accept the Commission’s proposals to take over 
the whole burden of rehef for the employable imemployed and their 
dependants, and so relieve the Provinces and, therefore, also the Municipal- 
ities. The Dominion Government also agreed to take over, as recom- 
mended by the Commission, the whole burden of Provincial net debt. 
In return for this, as recommended by the Commission, the Dominion 
Government was to have the exclusive right to tax personal incomes and 
corporations and to levy succession duties. National adjustment grants 
which were to be made to the Provinces were calculated to enable them 
to maintain an average Canadian standard of essential services with an 
average level of taxation. 

Similar discussions had been going on in the United States prior 
to the appointment of a Committee by the American Treasury. The 
Chairman of the Board of Governors of the Federal Reserve system, for 
example, addressed the National Tax Association at the University of 
Minnesota in October 1941.^ In this address the Chairman of the Board, 
Mr. Eccles, outlined some of the difficulties which were facing the United 
States to-day in some of the broader aspects of taxation. He pointed out 
that, except during major wars, the State and Local Governments of the 
United States had only been much more important from the revenue 
point of view than the Federal Government, and it was only in the fiscal 
year 1941-42 that Federal taxes exceeded aggregate State and Local 
taxes. Mr. Eccles stressed the importance of safeguarding against the 
danger of a relapse into what he called the intolerable conditions of 
the early 30’s ”, by a ‘‘ long run plan for public investment, adapted to the 
difiering needs and conditions of the different geographical areas of 
the United States He outlined a scheme for productive public invest- 
ment which should be non-competitive with private enterprise and dealt 
with social security, old-age pensions and unemployment benefits. In his 

1 Address by Marrixier B. Eccles, Cbairman of tbe Board of Governors of tbe Federal 
Beserve System, at a meeting of the National Tax Association at the University of Minne- 
sota, Federal Reserve Bulletin, Nov. 1941. 
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view he believed that if progressive taxes were to be the major element of 
the national tax structure, it would not be possible to continue the present 
system of having the Federal Government and the States levying taxes 
on individual and corporate incomes and transfers at death. Uniformity 
and equity coul d, be at tained, in his view, by making the total levied on 
income and on inheritance a matter for Federal control, and State 
revenues must tend more and more to consist of taxes shared with the 
Federal Government which already amount to 14 per cent of State 
revenues. He added : We should continue to follow the broad policy 
that has grown out of these activities of leaving responsibility for initiative 
as to the type of activity to be undertaken in the hands of State and Local 
Government, to leave, wherever possible, the detailed administration in 
their hands and to provide for Federal supervision only to the extent 
necessary to ensure that funds are wisely, prudently and honestly used 
In view of these remarks from so high an official, it was no surprise 
that Professor Luther Gulick was asked by the Treasury to conduct an 
Enquiry into the tax system of the United States with special reference 
to intergovernmental financial relations. It is not, however, only in the 
United States and Canada that in recent years the problem of intergovern- 
mental financial relations has become acute, but also in other Federations 
which we have studied. In Australia there have been since 1934 the 
Reports of the Commonwealth Grants Commission, dealing with special 
subventions to the States of South Australia, Western Australia and 
Tasmania, in which the taxable capacity of these Provinces is shown to be 
less than in the more industrially advanced Provinces of Victoria and Hew 
South Wales. During 1941 the Commonwealth Government attempted to 
induce the States to accept a plan by which it would become the only 
authority in Australia to levy income tax, the Commonwealth Government 
providing for the States out of the proceeds of its uniform taxation. The 
difficulty arises from the fact that the Federal Government is hampered 
because the amounts levied in State income tax are in some cases very 
high. The taxpayer in Queensland, for example, has to pay to the State 
Treasurer more than twice as much as a taxpayer earning the same 
income in Victoria. All the State Premiers, except the Premier of South 
Australia, opposed the proposal of the Commonwealth Government at 
the Loan Council of Canberra at the end of June 1941. The difficulties 
can well be seen by the statement of the Premier of Victoria, who protested 
that it was proposed to penalise Victoria for her long record of prudent 
finance to relieve the extravagant States and, if the State vacated the 
jncome tax field, there would be a large increase in Federal taxation on 
low and medium size incomes in Victoria to bring the total taxation to 
that of Queensland and New South Wales. A Committee, consisting of 
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Professor R. C. Mills of Sydney University, the Right Honourable J. H. 
Scxillin, Prime Minister of Australia 1929-31, and Mr. Spooner, subse- 
quently appointed to consider a scheme of uniform income taxation for 
the Commonwealth, presented a Report recommending that the Common- 
wealth alone during the war and for one year afterwards should be the 
sole income taxing authority, and that a scheme of uniform taxation 
should take place from 1st July 1942, compensation being paid to the 
States for loss of revenue. The Report was discussed at a Conference of 
Premiers of the States on 22nd April 1942. As explained in the chapter on 
Australia (Chapter V, section II) a Constitutional Convention at Canberra 
approved a Bill in December 1942 transferring from the States to the 
Commonwealth fourteen specific powers for purposes of post-war recon- 
struction for five years after the cessation of hostilities. These new 
powers will be in operation only when the bill has been passed by all the 
States. Considerable opposition was offered to the passage of the bill in 
South Australia, West Australia and Tasmania on the ground that the 
powers proposed to be transferred were not sufficiently clearly defined. 

In 1933 in the Union of South Africa a Provincial Finance Commission 
was appointed, with Mr. J. de V. Roos as chairman. This Commission 
reported towards the end of 1934, and, as a result of the Report, an Act 
was passed and a consultative Committee, consisting of the Adminis- 
trators and the Executive Committee of the four Provinces, was estab- 
lished. This Committee is presided over by the Minister of the Interior, 
and meets when necessary to discuss matters common to the four 
Provinces. Under this Act an increased annual subsidy was paid to 
Natal. Subsequent to the appointment of this Commission a fact-finding 
Committee was set up to deal with financial relations. 

In India, too, a long series of investigations have be^^iade over 
fourteen years by a Royal Commission, several Committee^md Round 
Table Conferences, and in 1936 by Sir Otto Niemeyer, now an official of 
the Bank of England. The Government of India Act of 1935 came into 
force so far as Provincial autonomy was concerned on 1st April 1937. 
The part of the Act dealing with Federal government, however, has not 
been brought into operation and never will be in the form of the 1936 
Act, for reasons stated in Chapter VII. The British Cabinet offer of 
March 1942, of complete self-government in India, has put the whole 
matter of the Constitution, and therefore of financial relations, again in 
the melting-pot. 
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For purposes of analysis it has been necessary to classify tax systems, 
public expenditures and public debts and to lay down some basic principles 
which are widely accepted to enable us to arrive at the standards which 
go to make a sound system. As far as practicable an attempt has been 
made to evaluate the burden of taxation and to test its fairness, not 
merely between individuals and between taxes but also between regions 
in a Federation. It is sometimes forgotten how complex Federal systems 
are. In New York State, for example, there are approximately 150 taxes, 
100 of which are Federal, 38 State and 7 Local. The exact number, of 
course, depends on the difference of base and of rate. There is, too, a 
glaring inequity of taxation in some Federations. If, for example, we 
take the taxes in one Province as a percentage of the total income of the 
area or of the surplus income, i,e. the total income less the cost of sub- 
sistence of the population in the area, we often find that the burden of 
taxation varies considerably between States or Provinces and that it is 
highest in those States or Provinces where the relative taxable capacity 
is low. It is on this accoimt to-day that Governments aim at providing 
directly or indirectly normal social or developmental services, and in the 
carrying-out of this recourse is had to the progressive taxes, income taxes 
and succession duties, which, in order that they should be uniform through- 
out the Federation, should be entrusted to the Federal Government. 
Every unit should supply an adequate minimum of the social services and 
developmental expenditure. If it does not, it endangers the Federation. * 
Among the new problems affecting the financial relations of the Federal 
Government and the units, not least is the permanent provision for the 
relief of unemployment.) This is one of a number of problems that have 
arisen from the relative effects on Federal and State or Provincial finance 
of the great depression and of the financial policy undertaken in each 
Federation to solve it. In spite of the integration that has taken place 
in recent years, there is always present on the part of the less pros- i 
perous Provinces the suspicion that their interests are disregarded by the 
Federal Government and the richer units. This endangers national unity 
Nothing, in fact, has received so much attention in recent years as 
the neces sity of nxaintaining economic balance in federal systems) In 
Australia the State of Western AustraHa has considered withdrawing 
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from the Commonwealth, as within the Federation where free trade 
prevails it cannot compete, it is alleged, with the industrially advanced 
States of Victoria and New South Wales.^ The interests of the Prairie 
Provinces and the Maritime Provinces of Canada have received special 
attention in the recommendations of the Royal Commission on Dominion- 
Provincial Relations. In the United States the accumulated wealth of 
the Eastern States contrasts with the younger States which were gradually 
opened up to settlement. The former have found the latter an outlet for 
investment and a market for their industrial products. The Chairman of 
the Board of Governors of the Federal Reserve System emphasised this 
when he said that The maintenance of economic balance in the country 
as a whole requires that citizens of debtor areas have enough money 
income both to maintain interest, amortisation and other payments on 
their obligations to investors in the creditor areas and to maintain at a 
high level their purchases of the output of the factories of the creditor 
areas. They must maintain their standing both as good credit risks and 
as good customers. This healthy state of national economic balance is 
continually being upset by forces that are entirely outside the control of 
the States or of the individual business man and the individual worker. 
The result is recurrent periods of breakdown and distress, bankruptcy in 
debtor areas, idle factories in creditor areas and widespread unemploy- 
ment and hardship in the country as a whole. There is no essential 
difference between this situation and that resulting from international 
debts. Both are, in essence, exchange problems. By tariffs, quotas, 
exchange restrictions, or even by resort to more punitive steps of a 
military or economic nature, including expropriation, nations attempt to 
redress the situation. The Federal Government alone can remedy this 
condition among the States — and taxation is one of the most effective 
means. Through that medium funds which the creditor areas drain out 
of debtor areas through interest, dividends and rents, as weE as payments 
on debt, can be kept flowing back to sustain employment, to keep mines 
and factories in the debtor areas in operation and continuing to yield 
returns to the creditor areas.”* In no other way can the debtor areas, in 
his view, continue to yield returns to the creditor areas. He advocates 
a progressive tax system bearing heavily upon savings concentrated in 
creditor areas and lightly upon the great mass of families of the low income 
groups*^^) 

Before examining the characteristics of a fair and efficient Federal tax 

1 Of. the Government Eeport on “ The Case of the People of Western Australia in 
support of their desire to withdraw from the Commonwealth of Australia ”, Perth, 
Government Printer, 1934. 

2 Address to the ISfational Tax Association, 14th Oct. 1941. Federal Fmrm Bulletin, 
Nov. 1941. 
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system, it is desirable to make the meaning of one or two terms clear. 
In the first place, what is a tax ? A tax is a compulsory contribution to 
public authorities for public purposes. It has been held that there is an 
absence of a direct quid pro quo between the taxpayer and the public 
authorityr’’iEnTecen?years with the development of social security legis- 
lation there have been payments out of which the citizen cannot contract. 
It is preferable to classify such payments as taxes even if the proceeds 
are kept in a separate fund. Under the United States Social Security 
Act, 1935, these are termed “ pay-roll ” taxes earmarked for old-age and 
unemployment benefits. The Federal old-age benefit tax is 2 per cent 
of the pay-roll, one-half being added to the employer’s costs and one-half 
being deducted from the worker’s wage. The unemployment benefit tax 
is a combined Federal and State levy'of 3 per cent of pay-rolls ; in some 
States it is slightly higher and it is one of the most prolific of all Federal 
and State taxes. Indeed the Gove'rnment has in recent years actually 
been borrowing from this source for other purposes. Licences, fees, 
conscience money and prices have also been included in the tax structures. 
Licences, such as licences for motors, usually more than cover the cost of 
service and are rightly regarded as a productive tax. Fees which are for 
governmental services and prices for services of a public utility should also 
be included. The net profits of public utilities and gifts to Government, 
which are often* deferred pa 3 nnents as in the case of conscience money, 
are also included. I'Fines and the revenue from education and other 
services are usually deducted from expenditure and the net figure of 
expenditure shown. 

The ’expressions progressive taxes ”, “ regressive taxes ” and 
'' degressive taxes ” also require definition. Progressive taxes are taxes 
which take a larger percentage of a high income“TEn of a low income, and 
in discussions on tax justice are regarded as the ideal taxes/ We have 
moved a considerable distance away from the English Classical Economists 
who held that progressive taxation would arrest the expansion of industry 
because the rate of progression would increase until no motive remained 
to the individual to expand industry. Was it not J. S. Mill who held{^‘‘ to 
tax the larger incomes at a higher percentage than the smaller is to lay a 
tax on industry and economy ” ? There is no real basis for this fear when 
the progressive principle is not allowed to increase to the point at which 
it might imperil the accumulation of capital and industry. Mfil prefcred 
^ a tax taking the same percentage of^TTncbmes. 

But with the rediscovery of progressive taxation in the present century 
and with the increased demands of the State for means to pay for the 
social services, especially education, unemployment relief and public 
health, a tax system 'without a good dose ” of progression is held to be 
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unsatisfactory from tlie viewpoint of tax justice. Altliougli Adam Smith, 
167 years ago, said that taxpayers should contribute “ as nearly as possible 
in proportion to their respective abilities, that is, in proportion to the 
revenue which they respectively enjoy under the protection of the State ”, 
he stated what is often forgotten in the same book (Book V) of The Wealth 
of Nations^ that '' it is not very unreasonable that the rich should contribute 
to the public expense, not only in proportion to their revenue, but some- 
thing more than m that proportion Taxes should be raised with the 
equality of sacrifice in view, and with progressive taxes well represented 
in the tax structure the system is held to be far more satisfactory than 
would otherwise have been the case. Least aggregate sacrifice to the 
citizens of a country is then possible, the main progressive taxes being the 
personal income tax and succession duties. The less the aggregate 
sacrifice, the better the tax system. In ordinary times, Governments in 
taxing aim at the maximum aggregate welfare. They aim at raising the 
standard of living as high as possible. In war-time they compress it in 
order that man-power and materials may be diverted to the winning of 
the war which, from the long-term point of view, may also be regarded as 
the maximum aggregate welfare. The least aggregate sacrifice means the 
taxing of those incomes which have the lowest marginal utility but not in 
a way to check the accumulation of wealth or to impede industry. While 
this is the sovereign principle of taxation it requires in practice to be 
limited. 

The development of the marginal theory of value has affected the 
theory of taxation and it is clear that the hurt or sacrifice involved in 
taking a unit from a large income is not so great as taking the same unit 
from a small income. Whether or not we challenge the diminishing utility 
basis of progressive taxation, we all recognise that progressive taxation is 
a great engine for social improvement. , In progressive taxation it is not 
infrequently noticed that large incomes are taxed at a higher rate than 
smaller ones, but not in a degree which involves so great a sacrifice as in 
the lower incomes. Such taxes are degressive. 

It is one of the cardinal principles of tax justice that taxes should be 
direct rather than indirect. At first this classification was considered for 
the tax structure of those Federal countries analysed in the following 
chapters, especially as -the distinction between direct and indirect taxes is 
well known and has even been enshrined in some of the Federal Constitu- 
tions themselves. This, however, has been the cause, as in Canada, ^ 
of much contention between the Centre and the units as regards taxing 

1 The Wealth qf Nations^ Book V, ed. Cannan, voL ii, p. S27. 

2 Vide chap, ix (Tlio Constitution To-day), Book I, of the Report of the Royal Com- 
mission on Dominion-Rrovincial Eolations. 
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powers. it will be remembered, spoke of direct and 

indirect taxation as two attractive sisters introduced into the gay world 
of London, each with an ample fortune and both having the same 
parentage — Necessity and Invention — differing only as sisters may 
differ, where one is of lighter and another of darker complexion, or where 
there is some variety of manner, the one being more free and open and the 
other somewhat more shy, retiring and insinuating. '' I cannot ”, he 
added, conceive any reason why there should be any iinfriendly rivalry 
between the admirers of these two damsels ; and I frankly own, whether 
it be due to a lax sense of moral obligation or not, that as a Chancellor of 
the Exchequer, if not as a Member of this House, I have always thought 
it not only allowable but even an act of duty to pay my addresses to them 
both. I am, therefore, as between direct and indirect taxation perfectly 
impartial.” ^ 

But what is a direct tax ? J. S. Mill, whom lawyers in this connexion 
have usually quoted, defined a direct tax as demanded from the very 
persons who, it is intended or desired, should pay it ”, and an indirect 
tax as one “ demanded from one person in the expectation and intention 
that he shall indemnify himself at the expense of another ” The intention 
is doubtless that of the legislator, but the intention of the legislator does 
not always fit in with the actual facts. In the British income tax under 
Schedule A the tax on the landlord’s income from the ownership of land 
and buildings is collected by statute from the occupier of the land or 
buildings although it is legally imposed on the landlord. The tax is 
deducted by the occupier from the rental due to the landlord, any contract 
not to deduct it being legally void. According to Mill’s definition this tax 
would be indirect, but it is really direct. The fact that the distinction 
between direct and indirect taxes is so closely related to the problem of 
incidence has led some writers to overlook the difficulty of precise definition 
as we can only partially succeed in making the burden of both groups of 
taxes fall where we desire. The burden may be transferred to other persons 
when it is intended to remain where it is at first imposed, and when it is 
intended to be transferred the transfer may be tardy or partial.' In short, 
the intention of the legislator is not a sufficient criterion for the distinction 
between direct and indirect taxes. Borne would regard direct taxes as 
those which are not shifted at all and those which are shifted legally, and 
indirect taxes as those which are shifted quickly through commercial 
competition among consumers. (On the Continent direct taxes are those 
for which the taxpayer’s names are entered on a register giving the basis 
of assessment and the amount due. ; In this case^the division between direct 

^ Financial Statement, 1861. Hansard, vol. clxii, p. 584. 

2 PfincipUs^ Book V, chap, iii, para. 1. 
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and indirect taxes rests on the mode of collection and not with the incidence 
of the tax. Another classification is to regard all taxes which are levied 
immediately on the property and income of persons and those which are 
paid by the consumers to the State direct as direct taxes, and to regard all 
other taxes as indirect. A classification, therefore, of a revenue system 
into (l)Jax revenue, (a) direct taxes and (6) indirect taxes ; and (2) non- 
tax revenue, (a) Government or public undertakings, (b) social services 
and (c) other sources, would be possible. No simple classification is 
possible without the danger of serious omissions and inaccurate inferences. 
Careful definition and interpretation are required in the study of each 
Federation, and provided this caveat is remembered this classification is 
not unsatisfactory. Its weak point is that it does not avoid, according 
to the League of Nations, the classical nomenclature of direct and indirect 
taxation, and thus a terminology which might induce the reader to 
believe that it was employed in the particular manner customary in his 
own country when such, in fact, may not be the case 

We prefer, however, to keep to the classical nomenclature of direct and 
indirect taxation after stating the pitfalls in the use of the term. For 
reasons explained below, one of the main groups adopted in the classifica- 
tion of the tax structures of the countries concerned is mainly direct 
A direct tax, as we have seen, is one which falls where it is intended to fall, 
and an indirect tax one whose final impact does not necessarily fall where 
it is considered that it should fall. The burden of indirect taxation is 
concealed. The Government which levies the tax escapes the criticism of 
the burden. 

On what basis, then, should we judge a tax system ? If tax ‘justice is 
to be the touchstone it should possess the characteristics of equality, i. 
certainty, convenience of payment and economy in collecimoa" The 
prmcipl^ of equalityls indeed a standard to ^icli every sound tax system 
must conform. Adam Smith states that The subjects of every state 
ought to contribute towards the support of the government; as nearly as 
possible, in proportion to their respective abilities ; that is, in proportion 
to the revenue which they respectively enjoy xmder the protection of the 
state and when he writes as above that ‘‘it is not very unreasonable 
that the rich should contribute to the public expense, not only in pro- 
portion to their revenue, but something more than in that proportion 
he was more than a century ahead of his time. The meaning of equality 
has varied at different times in the history of financial doctrine, but it 
cannot be denied to-day that it underhes the accepted test — the abihty 
to pay. If carefully analysed, it indicates progressive taxation. Equal 
taxes do not impose equal burdens, and/in the measurement of ability we 
look not to the attitude which the t^payer has, but rather to that 
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which he ought to have, i.e. we look to the attitude of society in regard 
to the sacrifice rather than to that of the taxpayer. We know that for 
the generality of people the test of ability is the size of income, and the 
taxable capacity of the individual rises more in proportion to the income, 
the higher the income. As a result, the progressive income tax is regarded 
as the fairest of taxes. It rises with the size of income, it allows to some 
degree for personal needs through abatements and allowance, e.g. on 
account of the size of the family or the personal exemptictri. : It is true that 
the tax is intricate, but this is due to the attempt to secure tax justice at 
the cost of simplicity. All things considered, it is the tax that most nearly 
conforms to the standard of tax-paying ability. Death duties are also 
acceptable from the standpoint of ability to pay, whether the burden is 
on the deceased or on the successor. The excess profits tax if developed 
with care may also be regarded as the best method of recapturing war or 
monopoly profits that have escaped other controls. The canon of con- 
venience, much stressed by American writers, is like the canon of economy, 
applicable in the long run to taxes as a whole. Productiveness is a very 
important factor and is often regarded as the main characteristic of a 
good tax. Among other characteristics of a good revenue system are 
elasticity, flexibility, simplicity and diversity.' In recent years consider- 
able emphasis has been laid on the taxation of surplus rather than on costs 
of production, an^a good tax system shdtild be one in which tlie ta:SIIoii 
of surplus, i.e. of income in excess of that necessary for subsistence, is more 
important than taxation falling on costs, as, for example, taxes on con- 
sumption which are highly regressive. Taxes on costs include taxes on 
businesses without reference to their net incomes, and consumption taxes 
are those which affect the cost of living, wages and, ultimately, all costs of 
production. In times of depression there is a tendency to increase taxes 
on costs and thereby to weaken competitive power abroad and to increase 
the difficulties of adjustment at home. Taxes, in short, which lead to an 
increase in production costs restrict the national income as a general rule. 
They eliminate firms or even industries by destroying the margin of profit 
which has kept them in existence.' The struggling or marginal firms, 
owing to the falling-off of consumption consequent on taxes on their costs 
of production, find they cannot make profits and tend to disappear.) 
Investment, too, will be affected. “ The result of the tendency of marginal 
firms to' disappear and of the tendency of potential investors to refrain 
from engaging in new enterprises is that both labour and capital resources 
win be thrown out of employment and that the national income wiU be 
correspondingly diminished. Out of this diminished national income a 
larger revenue than before will have to be raised, as the unemployed will 
have to be maintained at the public cost. If, in order to raise the larger 
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revenue, new taxes are imposed wliicli bear on costs, the vicious circle will 
be completed/’ ^ 

Before we leave the problem of an equitable or fair tax system under a 
Federal Constitution it is necessary to emphasise its importance not merely 
from the point of view of particular taxes but as between different regions. 
This is seen by comparing the total taxes, Central, Provincial or State, and 
Local, paid in each unit. This may be expressed as a percentage of the 
total income of the area concerned or of the total income less the cost of 
subsistence. If progressive taxes are levied by the Central Government, 
for example personal income taxes and succession duties, and adjustment 
grants paid to the Provinces or States in accordance with their needs, it 
may be possible to avoid the territorial inequalities and to provide normal 
edixcational and other social and also developmental services without 
recourse to heavy taxation and to t3q)es of taxation which in the long run 
would nullify the purpose of such adjustment grants. 

For the reasons stated in the previous paragraphs, we have decided 
to classify the tax systems in Chapters III to VII (inclusive) on a uniform 
basis in an endeavour to bring out the characteristics of a good revenue 
system. We have grouped the taxes into four groups : in the first group 
are the main p ro gressive taxes — the personal income tax and succession 
duties. The taxes in this group are djrect. In the second group are to be 
found the taxes on property. Pro perty taxes in all Federations are an im- 
portant source of revenue, especially for tocar Authorities. The incidence 
of prqperiy jaxes is somewhat complicated. It fe not possible to classify 
these taxes as direct indirect, or as progressive or regressive without 
considerable explanation. On the whole, we are of opinion that the best 
method is to show property taxes as a group by themselves, As this 
group includes taxes on buildings as well as on land, there are in it taxes 
on consumption in addition to taxes on scarcity values. There is, in fact, 
no clear-cut division of property taxes, but it is the best possible for 
purposes of comparison. The third group consists of taxes on business 
which are sometimes levied on sometimes on costs. Where 

these are on net income, they are on surplus and fall on 'fhe shareholders ; 
where they are fixed taxes, they are on consumption, although under 
certain conditions and for short periods they may be absorbed by the 
producers^’ Group four contains taxes on commodities. These are taxes 
•on costs and are normally paid by consumers. The classification of taxes 
can never be perfect for all purposes. Sometimes a progressive tax may 
contain elements of regression, and consumption taxes elements of 
progression. The classification adopted, however, is on balance the one 

^ Beport of the Royal Oonmussion oa Domiaiou-Brovinoial Relations (in Canada), 
Book II, chap, viii, p. 161 . 
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wliioh brings out most satisfactorily the characteristics of the revenue 
systems of the selected countries. 

Public expenditures are closely related to public revenues and the 
methods followed in regard to the spending of the proceeds of taxes has 
much to do with their effect on the national income. We have accord- 
ingly classified these expenditures to bring out the character and costs of 
government. No classification is always satisfactory, because it depends 
to a great extent on the object which we have in view. We shall consider 
the nature and relation of Central or Federal, State or Provincial, and 
Local expenditures to each other. The two main classes of public expendi- 
tures may be divided into primary and secondary. Primary expenditures 
include all expenditure w^iich Governments are obliged to undertake above 
everything else, e.g. on defence, law and order, general administration and 
the payment of debts. Secondary expenditures include social expenditure, ' 
developmental expenditure or pubhc undertakings and miscellaneous 
expenditure. In recent years, especially since the great depression of 
1929-32, social security expenditure has been of considerable importance, 
particularly as affecting the financial relations of the Federal, State or 
Provincial and Local Authorities. Not only is the expenditure on the 
social services of great importance from the distributive viewpomt but it 
is advantageous from the standpoint of industrial efficiency as well as from 
that of social justice and general good. Under developmental expendi- 
tures are included expenditures of a quasi-commercial or quasi-industrial 
nature such as those on railways, roads, canals, irrigation and other public 
works, posts and telegraphs, and subsidies for agricultural and industrial 
research. • In effect, developmental expenditures tend to promote economic 
development. ■ Lastly, there are subsidies and other grants and contri- 
butions, most of which represent transfers between different layers of 
government. This classification makes possible an analysis of the increas- 
ing cost of government and shows the direction from which it is taking 
place. 

In recent years the borrowing policy of Governments in a Federation has 
become of great importance as showing the close interrelation of borrow- 
ing with regard to the social services, especially education and unemploy- 
ment relief, developmental expenditures such as those on railways and 
roads, general financial and monetary policy and the control of the foreign 
exchanges. The importance of borrowing policy shows the desirability, if 
not the necessity, of a uniform policy between the Federal Government 
and units. Municipal indebtedness also is linked up with Provincial 
mdebtedness, although to a much lesser extent. In Australia and in India, 
for example, the Federal Government has concatenated the borrowing of 
the units as well as its own borrowings, and’ the Dominion Government in 
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Canada tas proposed to the State Governments the assumption of Pro- 
vincial debts. This proposal would strengthen Canadian credit by 
removing the danger of Provincial default. It would remove the burden 
of debt from the people who dwell in the areas incapable of bearing it, and 
it would ensure a considerable saving when refunding becomes necessary.^ 

After an analysis of the tax structures and public expenditures of the 
five Federations studied it will be necessary to examine very briefly the 
general problem^ of intergovernmental financial relations with special 
reference to the conflicts between the Federal Government and the 
States or Provinces and between the latter and the Local Authorities. 
There are also the conflicts between Federal and Local Authorities, 
between States and States and between Federal Government and 
countries abroad. As long as there are Federations there will be irre- 
concilable conflicts, and the most that can be hoped for is a series of 
beautiful compromises. There are, it should be remembered, various 
overlapping taxing authorities and communities are burdened with 
several layers of government. This means competition for revenues 
between Federal and State and between State and Local Governments. 
In recent years there is a tendency for the higher layer of government 
to use its taxing powers to control the lower layers. Although there 

is a more or less traditional assignment of functions says Seligman,^ 

to the various agencies local, state and federal, the shifting basis 
of economic life is gradually bringing about some alteration. This 
change is especially noticeable as between State and Local Governmenta*. 
Recent decades have Vritnessed a decided drift towards centralisation, 
partly for administrative, partly for economic reasons.” Among the pro- 
blems arising are the realignment of governmental func^tions consequent 
on the changes just referred to. There are also the devices of separa- 
tion, co-operation, of sharing or the division of yield, of supplements 
or additions, of grants and of the ingenious plan of credits which in the 
United States has been used with success succession or estate and 
pay-roll taxes by the Federal Government, ^he sphere of intergovern- 
mental financial relations also extends, first, to specific taxes and, 
secondly, to specific functions such as expenditures on the social services 
and on development. 

^ Cf. Dominion-Provincial Conference, 14th and 16th Jan. 1941. Ottawa Government 
Printer. 

2 “ The Co-ordination of Public Revenues ”, Economic Essays in Honour of Oustav 
Caasd, p. 573. London, Allen & Unwin, 1933. 
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THE PUBLIC FINANCE AND NATIONAL ECONOMY 
OF THE UNITED STATES 

Federal finance in the United States cannot be understood without a 
study of the country’s national economy and of her Constitution. The 
country is the richest in the world, and this gives her a place of high 
importance in the economy of nations. Her Constitution, as Gladstone 
well described it in the North American Review in 1879, is ''the most 
wonderful work ever struck ofi at a given time by the brain and purpose 
of man This does not mean that the Fathers of the Constitution had 
achieved finality. The master spirit of the Philadelphia Convention, 
Alexander Hamilton, set his reliance not upon the document, but upon 
the " general genius of the Government ”, for, as he said, " particular 
provisions, though not altogether useless, have far less virtue and efficacy 
than are commonly ascribed to them ”. Thomas Jefferson, the third 
President of the United States, also held this view when he said that the 
Constitution should be " handed on, with periodical repairs, from genera- 
tion to generation ”. The revolutionary changes that have taken place 
in the field of American public finance. Federal, State and Local, in the 
present century can be understood only after an examination of these 
two great factors. It is proposed to examine each of them in turn. 

I. The National Economy 

The United States is the richest and strongest of the countries of the 
world. In size it is greater than the whole of Europe (excluding the 
U.S.S.R.), although it has but one-third of Europe’s population. It is 
just over 3 million square miles in area and has a population of 132 
millions. The United States of Brazil has a larger area (3*3 million square 
miles) but it has a population of only 43*3 miUions. Canada has an area 
of 3*7 milhon square miles and is therefore larger than the United States, 
but it has a population of only 10*4 millions. The United States has 7 
per cent of the world’s population, but her production of primary and 
secondary industry is unparalleled. In natural resources — land, forests, 
tuinerals and natural power — she once found the main basis of her 
economic strength ; but this is no longer so owing partly to the exploita- 
tion of her resources, but chiefly because of the very rapid advance of her 
manufacturing industry. M.any are still apt to think of American economy 

17 0 
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in terms of tLe nineteentli century wlien agriculture was supreme, but 
agriculture and forestry in tbe twentieth, century have had to give way to 
the remarkably high production of manufacturing industry.^ Her mineral 
resources, too, are greater than those of any similar area in the world, 
and together with the British Commonwealth she has two-thirds of the 
world’s mineral output. Her output, however, is small in comparison 
with manufactures and trade. Of eight out of the eighteen major metals 
she is the world’s^' greatest producer. The character and strength of her 
population are of great importance. From 1820 to 1940, 38*3 millions 
of alien immigrants landed in the country, and before 1914 immigration 
sometimes reached the figure of a million a year. The war of 1914-18 led to 
the spectre of hyphenisation — of immigrants who, it was feared, did not 
become completely American citizens in outlook, and laws were passed by 
Congress restricting immigrants from certain countries. Quotas were first 
fixed on the basis of the Census of 1910, then of 1890, and, finally, on a 
figure which was said to represent the make-up of the population of 1790. 
Not only was the stream of immigration greatly curtailed but its character 
was changed, the old ” immigration whose predominance it was desired 
to preserve being mainly from North-west Europe, and Protestant. 
This restriction of immigration was the natural companion of high tariffs, 
and it was beheved that with a predominantly North-west European 
strain assimilation of immigrants with the main population, especially 
in the more populous areas, would be less difficult. From the labour 
viewpoint trade union organisation would be far easier. In the fiscal 
year ended 30th June, 1940, 70,756 immigrant and 138,032 non-immigrant 
aliens were admitted, a total of 208,788, while 21,461 emigrant and 144,703 
non-emigrant aliens departed, a total of 166,164. The net increase, 
therefore, for the year was 42,624. The foreign-born population of the 
United States to-day is 13-4 milhons, of which 1*8 millions are Italians, 
1*6 millions. Germans, 1*3 millions Poles and 1-2 milhons Eussians. 
Norway, Sweden and the Netherlands together account for 1-1 millions. 
The foreign-born British population is 2*1 millions, of which 745,000 are 
Irish. When the size of the country and also the variety of the racial 
origins of the people are remembered, the unity of the people, whose 
common language is Enghsh, is very remarkable. There are several 
factors such as transportation and the press, which strengthen this 
unity. The American railway system is the largest in the world, and 
air communications are more developed than in most countries, New 
York, Chicago, San Francisco and other great cities being within easy 
reach of each other. There are nearly 1900 daily newspapers, and 

^ See Tables 18 and 19 in Part III for tbe distribution of the national income by 
industries in recent years. 
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40 million copies are sold daily, one newspaper for every 3-3 inhabitants. 
Education is also at a high level with over 26 million children in elementary 
public schools, 7 millions in high schools and 1*4 millions in universities. 
The education is such that all classes of children, rich and poor, are 
educated together in their early years, and in a democracy this is a unifying 
factor not without considerable social value. 

Whereas the first characteristic of the national economy is unitj over 
this vast continent, the second characteristic is the* great differences 
between different areas, differences of climate, geography and, therefore, 
of production. This is illustrated in Chart III on p. 24. The North- 
eastern States differ from the Middle West States and the Middle 
West States from the Mountain and Great Plain States. The North-west 
Pacific States are also a region by themselves, as are the South-eastern 
States, the South-western States and California. It is difficult to delimit 
these groups with accuracy, and often historical accident makes even one 
part of a State differ from another, as, for example, Northern Ohio from 
Southern Ohio. "^These groups of States are more or less homogeneous 
from the economic point of view, and this has the result of cutting across 
State boundaries. Sectionalism — the habit of working as one political 
unit — is thus imposed by a variety of forces on groups of states, and the 
legal units, the States, are only convenient weapons for the sections to use 
in the endless battle of pressure groups for the favour of the Government 
of the United States. It is these six or seven sections, nob the forty-eight 
States, that are the realities underlying the American federal structure, 
the internal obstacles to the more perfect union promised by the preamble 
to the Constitution.’’ ^ Another point which reinforces sectionalism is the 
locality rule by which every senator and representative must be a resident 
of the State he represents, and this excludes from Congress men whose 
party is in the minority locally. They cannot be candidates elsewhere 
and cannot be elected at home. The Minority, because of the constitu- 
tional proviso, accordingly looks to senators and representatives of other 
States. Every State regardless of its population has two senators, so 
that Nevada with a population of 100,000 has the same representation 
in the Senate (but not in the House of Representatives) as New York 
with 12,000,000.^ Points of view in States not represented or ill re- 
presented in the Senate frequently find their spokesmen from Western 
States. 

The national income is a measurement of potential economic strength 

^ D. W. Brogan, U,S.A, • An Outline of the Country, its People and Institutions, Oxford 
University Tress, 1941, p. 12. 

^ This over-representation of area accounts for the importance of the “ Silver ” 
States in the Senate and explains the importance of silver in American financial policy. 
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which in turn depends on the interplay of the factors of production 
(natural resources, labour including the number and character of the 
population, capital and entrepreneurship or organisation) on each other. 
The total income is the largest in the world and before the present war 
was three times that of Great Britain, and equal to that of Great Britain, 
Germany and Russia combined. The figure for 1938 per head at factor 
cost was £105 ($608) as compared with £97 ($469) in Great Britain. 
In 1941 the corresponding figures were £186 ($749) and £133 ($534). 
The average per capita income in the United States is about one-fifth 
more than that in Great Britain. The American income is much more 
expansible and variable than that of Great Britain. For example, the 
United States increased its production from 23 to 29 per cent between 
1939 and 1941 ^ while Great Britain increased its production by 12| per 
cent between 1938 and 1941. The United States to-day has a substantial 
margin of increase still to be absorbed in the war effort while in Great 
Britain 1943 should see the ceiling reached. The Census Bureau reported 
that employment in the United States reached the record total of 
54,300,000 during the week ended 10th July 1943, a figure which is entirely 
confined to civilians and excludes the armed services. In August 1943 
the United States was producing about 60 per cent of the United Nations’ 
output of munitions as compared with 17 per cent for the United King- 
dom, 5 per cent for the rest of the Commonwealth and Empire (of which 
the greater part came from Canada) and 18 per cent for Soviet Russia 
and the other United Nations. So great has been the increase in pro- 
duction in the United States since the war effort began three years ago 
that in the current year ending 30th June 1944 the national income will 
be $150,000 millions. If the figure per occupied person is taken for 1937, 
the per capita income is £256 for the United States and £232 for Great 
Britain. If the fully employed worker only is taken, the value of goods 
and services he produced in 1937 was about £340 in the United States 
and £260 in Great Britain. The diagram on page 21 shows the size of 
average incomes in the two countries and is from Americans Economic 
Strength, by 0. J. Hitch.^ 

The average income per occupied person is greater in the U.S.A. than 
in Great Britain. If we compare wage rates, the difference is very much 
greater ; in 1930 they were almost twice as high as in Great Britain. In 
1929 the U.S.A. income per occupied person was £300, but in the depth of 

^ Of. Mr. R. Stone’s paper on “ Tke National Income, Output and Expenditure of tke 
IJ.S.A., 1929-41 ” {Economic Journal, June-Sept. 1942) : of. Economist, 5th Sept. 1942 ; 
“ On the average of years, however, it seems probable that the average British income 
lies somewhere between three-quarters and seven-eighths of the American — 80 per cent 
might be a fair average figure to take for prima facie comparisons 

2 C, J, Hitch, Americans Economic Strength, Oxford University Press, 1941, p. 22. 
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tlie great depression it fell to £170 (in 1932), and rose to £256 in 1937.^ 
The difference between the two countries in j>er capita national income, 
i.e. total national income divided by total population, is much less than as 
between occupied persons, because the United States, unlike this country, 
had in 1937 a large rural population of which the unemployed and im- 
poverished were no small part. In that year farmers were 23 per cent of 
the total occupied population, but the country produced a greater agri- 
cultural output than any other country in the world. • This 23 per cent 
received only 15 per cent of the national income, agriculture being, as 

CHABT I 

Average Incomes in the United States as compared with those in 

Great Britain 



1925-34 1937 

compared with services and manufacturing industry, the least gainful. 
In 1820 agriculture employed 70 per cent of the population and 54 per 
cent in 1870. Land is less fertile in proportion to the population than it 
was, and antiquated methods of farming still obtain : in some regions, as 
in the “ Old South ” and the western part of the Great Plains, the returns 
are poor. The South, with half the total farming population, produces only 
30 per cent of the farm incomes as contrasted with the Middle West, where 
33 per cent of the farming population lives but produces 40 per cent of the 
income, efficiency in agriculture in the Middle West being comparatively 
high. In California agricultural production is the highest in the world ^ ; 

^ Mr. E. Stone (op, cit) gives the net national income of the U.S.A. at factor cost as 
follows : $87*6 billions in 1929 and $42-8 billions in 1932 ; $72*6 billions in 1937 and 
$99* 1 billions in 1941. 

^ California’s productive power is truly remarkable. Not only does the State possess 
a most valuable specialised agriculture, particularly fruits and vegetables, but in industry 
records are being broken. In 1943 in Los Angeles county alone, aeroplane production 
was double Germany’s and four times Japan’s. The shipbuilding industry in the State 
is greater at the moment than in the rest of the world. (Of. JSconomist, 18th Dee. 1943, 
p. 810.) 
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the jper capita farm income is four times the American average. In the 
United States as a whole agricultural output has greatly increased in the 
present century. The increase is estimated at 50 per cent between 1900 
and 1930. On the other hand, agriculture in the United States is not as 
productive per man engaged in that occupation as it is in New Zealand, 
Australia and the Argentine, where there is a proportionately large meat 
production. It is more or less on a level with Danish agriculture and 
somewhat more productive than that of Great Britain, the Netherlands 
and Germany.^ The explanation of the high American national income ^ 
is not to be sought in agricultural production but in the high production 
of manufacturing industry which employs 26 per cent of the occupied 
population, and in the high proportion of those engaged in distributive and 
other services — 50 per cent. Owing to the large amount of capital 
employed, the large scale on which production is conducted and the great 
progress in technique in recent years, the output of secondary industry is 
several times greater than that of Great Britain, although the numbers 
engaged in the United States are less than twice as great as those employed 
in Great Britain. Two important facts of the national economy must 
not be forgotten — first, the contrast between the average income by 
occupations and, secondly, the contrast between regions in the United 
States. These are well brought out in Mr. Hitch’s two diagrams (Charts I 
and 11). 

The national motto, E Pluribus Vnwn, in spite of the diversities shown 
in the two following diagrams, holds good not merely on account of the 
abundant natural resources of the continent (developed long before those 
in South America or in the self-governing Dominions) and dhe high 
efiiciency in manufacturing industry (an efficiency, especially in labour, 
without equal in the world) but also on account of non-economic factors. 
Great importance must be given to the xmion brought about in 1787, 
which is a living influence at the present time after more than a century 
and a half of history behind it. It is usual to describe the United States 
as ''' the greatest free trade area in the world Section 9 of Article I of 
the Constitution provides that No tax or duty shall be laid on articles 
exported from any State. No preference shall be given by any regulation 
of commerce or revenue to the ports of one State over those of another ; 
nor shall vessels bound to, or from, one State, be obliged to enter, clear, or 
pay duties in another.” The great iron ore exports, for example, in 
northern Minnesota are shipped from Duluth through the Great Lakes to 

^ C. J. Hitch, op. cit p. 34. The estimates have been checked. In making com- 
parisons care must he taken to compare net production figures. It is sometimes forgotten 
that British agriculture has to import considerable amounts of feeding stuffs which have 
to be allowed for in estimating net output. 

® See Tables 18 and 19 in Part III. 
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the blast-furnaces of the Eastern States. ‘ Coal is sent from Pennsylvania 
to Duluth in the same ships. Los Angeles is able to get its supply of 
water from the Sierra Nevada and the Colorado Eiver. Crude oil is 
pumped from one State to another where it is broken up into petrol or 
gasoline, kerosene and lubricating oils, and sold to the industries of the 
New England States. This absence of tariff barriers has led to a consider- 
able degree of specialisation in agriculture. One region is complementary 
to another, and this makes for economic strength. “ Without unity the 
North-east would be an England, the South-east a Poland, the Middle 

CHART II 

Avbeage Income by Occupations in the United States in 1935 
A 



Note —The earnings of fully employed persons are represented by the height of the columns. 

West a G-ermany, and the Far West a Siberia. That this has not happened 
is due to two events which occurred at the end of the eighteenth century ; 
one primary, the adoption of the Federal Constitution f " the second 
subsidiary, the inclusion in that constitution of an economic clause 
entrusting the Federal Government with the regulation of interstate 
commerce, and forbidding the States to levy tariffs on it. The Federal 
Government’s regulation has, for the most part, taken the form of active 
encouragement : it subsidised the early railways by grants of land, and 
has spent large sums in the improvement of through highways and the 
development of air transport. The Federal Constitution succeeded in 
creating the greatest area of free trade in the world, in which an extensive, 
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if not perfect, division of labotir enabled each region and each state to 
specialise in the production of the goods which it was best suited to make, 
and which made possible the utilisation of the nation’s capital for the 
efficient manufacture of commodities on a mass production scale.” ^ 
Especially since the great depression of the early thirties attempts have 
been made to circumvent the Federal Constitution in regard to internal 

CHART HI 

Average Income per Occxjpiei) Person by Regions in 1937 



Note . — The North-eastern States are Maine, New Hampshire, Vermont, Massachusetts, Rhode 
Island, Connecticut, New York, New Jersey, Pennsylvania, Delaware, Maryland, (District of Columbia) 
and West Virginia. 

The Pacific North-western States are Washington, Oregon and Idaho. 

The Middle States are Ohio, Indiana, Illinois, Michigan, Wisconsin, Minnesota, Iowa and Mis- 
souri. 

The Mountain and Great Plain States are North Dakota, South Dakota, Nebraska, Kansas, Mon- 
tanaj Wyoming, Colorado, Utah and Nevada. ^ 

Ihe South-western States are Oklahoma, Texas, New Mexico and Arizona. 

The South-eastern States are Virginia, North Carolina, South Carolina, Georgia, Florida, Kentucky, 
Tennessee, Alabama, Mississippi, Arkansas and Louisiana. 

free trade. The inspection of agricultural products at State boundaries 
under the guise of preventing plant disease or of protecting a pure milk 
inspecting and taxing road vehicles has been a trade barrier 
with which the Supreme Court has been unwilling to interfere. The effect 
of all these measures has not been great. 

A country with so pre-eminently strong a national economy as the 
United States must necessarily have an important place in international 
economy. In international trade the United States has the second place, 

^ 0. J. Hitch, op. cit. p. 31. 
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the United Kingdom taking the first place. ' The exports of primary 
industry — agricultural products and raw materials — were in 1937 not 
quite a quarter of the total exports as compared with 75 per cent, the 
average in the second half of the nineteenth century. The remaining 
l;}jj.ee-quarters were manufactured or semi-manufactured goods, mainly 
machinery of all kinds, motor cars, aircraft (especially since the war), iron 
and steel, raw cotton, petroleum and oil, and chemicals. Imports have 
also changed. Raw materials and articles of food (not produced or only 
produced in relatively small quantities) such as crude rubber, pulpwood 
and products, cane sugar, coffee, vegetable oils, raw silk, wool, tin and 
chemicals are now the main imports and not manufactured goods. 
Exports are a fraction of total production, about 5 per cent. In recent 
years the direction of trade has been changing ; the percentage of foreign 
trade with Europe has been declining in favour of Asia, South America 
and Africa, But in 1937 Europe (including the whole of the U.S.S.R.) 
still took 41 per cent of American exports, though it supplied only 27 per 
cent of its imports. Since the w’-ar of 1914r-18 the United States has become 
a creditor country. But she has not behaved as a creditor country, viz. by 
importing more than she exports, or making loans rather than by importft'g 
gold. She has imported gold since the defaults of the thirties, which has 
been an expensive policy to the American Treasury and to the country as 
a whole. As a shipping country she holds the second place after the 
United Kingdom, but in railway mileage she is easily first with a mileage 
of 248,000 miles.^ ’ The general conclusion from the international view- 
point is that the United States is not, like Canada, in a vulnerable pp^ition 
in international trade. She depends mainly on her home market."' '" On the 
other hand, her natural resources are so great and her industrial production 
so efS.cient that Europe and other continents look to her for her products, 
but the exports of these products are a small part of her total production. , 

The United States Economy in War-Time 

The most arresting fact of American economy in war-time is its great 
reserve of productive power. This is clearly seen in the increase in national 
income and in the increase in production. In the calendar year 1938 
American national in 9 ome at factor cost, i,e, excluding indirect taxation 
and subsidies, was $66*1 billions ^ ; in 1941 it was |99-1 billions, an in- 
crease of 50 per cent. (At the end of 1942 it was of the order of $125 
billions.) Between 1938 and 1941 the British national income increased 
from £4595 millions to £6338 millions, an increase of 38 per cent. In 

^ Mileage operated by steam railways in 1939, 

® United States billions (1000 millions) ; not the million millions as used in Great 
Britain. 
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1939-41 United States production rose between 23 and 29 per cent 
according to Mr. Stone’s estimates in tbe Economic Journal,'^ as compared 
witli 12|- per cent between 1938 and 1941 in Great Britain.^ '' This large 
increase in American output is mainly to be attributed to the comparatively 
low level of the employment of resources in that country even at times of 
' good ’ trade. The level of unemplo 3 unent has been high in the United 
States for many years, and average hours of work have been sufficiently 
low to allow a considerable rise in output through their increase. Thus, 
between 1939 and 1941 civil non-agricultural employment is estimated to 
have, increased by some 4*3 millions, or 12 per cent, while in the latter 
year there were still some 4 million workers unemployed. Over the same 
period average weekly hours in factories increased by 2-9 hours per week, 
or nearly 8 per cent.” ^ Another factor is the lower proportion of men 
called up for military service. Increased output rather than diminished 
consumption and disinvestment accoimted for the increase in national 
income in the United States since the war. In short, full economic 
mobilisation is still distant in the United States, whereas in 1943 this has 
been almost achieved in Great Britain. This greater elasticity in the 
American National Economy is reflected in the increase in Federal 
expenditures, which were as follows : 


TABLE I 

Goveenment Expenbitttbes in the U.S.A. in Recent Years 
( $ billions) 



1938-39 

1940-41 

1941-42 

Federal 

9*1 

13*3 

32*6 

State and Local 

10-5 

10*0 

11*0 


19*6 

23*3 

43*6 


Source . — Economist ^ 24th Jan. 1942, p. 106. 


The United States is indeed fortunate in being able to make a gigantic 
war effort with so little effect on present consumption or on its future 
wealth, a contrast with Great Britain. In ordinary years the United 
States fer capita income is from 10 to 15 per cent higher than that of 
Great Britain, but it is very much more variable from year to year. At 
the present time it is 25 per cent greater. 

The Economist has shown in the following table ® that in 1942-43 the 
Governments of the United States and of Great Britain will be spending 

^ Economic Journal^ June-Sept. 1942, p. 169. 

2 N. Kaldor, “ The 1941 White Paper on National Income and Expenditure ”, 
Economic Journal^ Jnne-Sept. 1942. 

® Economist j 6th Sept, 1942, p. 300. 
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roixglily the same percentage, of pre-war national income in each country, 
but the mamier in which it is paid for is very different because of the very 
large increase in output that is still possible in the United States. This 
means that the expenditure can be met by reducing consumption to the 
pre-war level and by reducing by half the pre-war rate of additions to 
capital In Great Britain, however, the increase has to be met by a con- 
siderable decrease in consumption and by a heavy inroad on capital. 


TABLE II 

Bisteibution or the National Income in Real Teems 
(Net national income of base year = 100) 



Base Year 

1940 

1941 

1042-43 


U.S., 

l‘J‘39 

U.K., 

1938 

U.S. 

XJ K. 

U.S. 

U K. 

U.S. 

U.K. 

Personal expenditure 

78 

77i 

m 

m 

88 

69 

76i 

64 

Government expenditure 


16 

18i 

49 

26i 

61 

69 

67 

Net investment . 




-16J 

Hi 

-19 


-17 

Net national income at 









market prices . 

100 

100 1 

109i 

104 

126 

111 

; 148 

114 


The figures in the table are approximate, but they show that in the 
pre-war years, both in the American and British economies, there were no 
great differences in the distribution of expenditure between consumers’ 
expenditures, Government expenditure and net investment. The changes 
in 1940, 1941 and 1942-43 are very noticeable. The Economist, on the 
assumptibn that the cost of the war measures the increase in Government 
expenditures, distributes the increase as follows, the figures being — like 
the totals in the table above — percentages of the net national income in 
the base year : 

TABLE III 
% 

Bistjubution oe the Inoeeasb in Government Expenditures, 1942-43 



U.S.A. 

U.K. 

From increased output . 

48 

14 

From diminisbed consumption . 
From reduction in net invest- 

li 

131- 

ment (or from drafts on 
capital) .... 

2i 

23J 


5ii 

51 


Economic strength, in the sense of capacity to produce goods and 
services, is the equivalent of a country’s war potential, and the United 
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States possesses a military potential not far short of the whole of the 
continent of Europe. But for a short period the United States is vulner- 
able because, unlike Germany, she is not armed to the teeth. She therefore 
has to swing over in the shortest possible time to a planned long-period 
war economy, and that is what the N.D.A C. (the National Defence 
Advisory Commission) is doing. This has its financial implications, especi- 
ally in the sphere of Federal finance. This swing-over from peace to war 
has been noticeable in a special degree since the third quarter of 1941. 
Mr. Stone has shown that, assuming the net national income of the United 
States at factor cost (i.e. the current value of goods and services produced 
by the factors of production before indirect taxation) =1, then — 


TABLE IV 

Pbopobtion of the National Income bevoted to Governmental Activities 







1941 

1942 


1938 

1939 

1940 

1941 

1st 

2iid 

3rd 

4th 

1st 

2iid 






qr 

qi. 

qr. 

qr. 

qr. 

qr. 

Consumption . 

0 81 

0*78 

0*75 

0 70 

0*72 

0-72 

0*69 

0'67 

0 65 

0 60 

Government goods and 









0*32 

0*41 ’ 

services 

0-18 

0*18 

0-18 

0*22 

0 20 

0-20 

0*22 

0 26 

Net investment 

0-01 

0-04 

0-07 

0-08 

0*08 

0 08 

0*09 

0*07 

0 03 

1 

-0*01 


Source — Papei read to the Manchester Statistical Society, 28th Oct 1 942. 


II. The Constitution 

The United States is governed in accordance with a written con- 
stitution, interpreted by the Supreme Court. The Supreme Court of nine 
judges interprets the Constitution in the light of what it calls the rule of 
reason ”, and this means in effect what the majority of five thinks reason- 
able. It gives not merely a legal but a political or philosophical meaning 
to its decisions, and, be it noted, it has no hesitation in changing its 
opinions. The reversal of previous decisions, particularly since 1937, has 
been of great constitutional importance, especially from the viewpoint of 
financial relations. The meaning, for example, of the '' due process of 
law ” in the Fourteenth Amendment given in 1935 in Colgate v. Harvey ^ 
was reversed in 1940 in Madden v. Kentucky ^ when the Supreme Court 
found the 1936 decision repugnant ”, and declared that it must be and 
is overruled ”. The decisions in Adkins v. Children's Hospital ^ in 1923 
and the Tipaldo case ^ in 1936 were reversed in 1937 when the Court 

1 Colgate v, Harvey^ 296 U.S. 404. 

2 Madden v. Kentuchy^ 309 U.S. 83, 93. 

3 Adkins v. CMldren^s Hospital, 261 U.S. 525. 

^ Morehead v. New York ex, rel, Tipaldo, 298 U.S. 587. 
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upheld the minimum wage law of the State of Washington i and repudiated 
the doctrine that used the due process clause to forbid mi'niTnnrvi wage 
legislation generally. “ The case of Adhins v. Children’s Hospital ”, said 
the majority of the Court, “ should be, and is, overruled.” Even before 
changes in the Court’s personnel took place which brought the number of 
Eoosevelt appointees to seven in a Court of nine, the due process clauses 
of the Fifth and Fourteenth Amendments were no longer regarded as 
restraints on the legislative control of economic policy. The reversal of 
the Supreme Court’s invalidation of the Congressional Acts relating to the 
New Deal, such as the National Eecovery Act of 1933 ^ in 1935 and the 
first Agricultural Adjustment Act ® in 1936, is well known, as is the up- 
holding of the National Labor Eolations Act in 1937 and the Fair Labor 
Standards (Wage and Hour) Act of 1938 ^ in 1941 . Who would have antici- 
pated so precipitous a change from the position taken up in 1935 and 1936 
in the interpretation of the Constitution ? The Supreme Court rightly 
stated in 1938 that “ Mathematical or rigid formulas . . . are not 
provided by the great concepts of the Constitution, such as ‘ interstate 
copainerce ’, ‘ due process ’ and ‘ equal protection ’ ”.® 

^ The sections of the Constitution dealing with finance and with financial 
relations are these : 

(1) Eepresentatives and direct taxes shall be apportioned among the 
several States which may be included within this Union, according 
to their respective numbers. (Art. I, Sect. 2.) 

(2) The Congress shall have power to lay and collect taxes, duties, imposts 
and excises, to pay the debts and provide for the common defence 
and general welfare of the United States ; but all duties, imposts and 
excises shall be uniform throughout the United States ; 

To regulate commerce with foreign nations, and among the several 
States. (Art. I, Sect. 8.) 

(3) No capitation or other direct tax shall be laid, unless in proportion 
to the census or enumerationjierein before directed to be taken. 

No tax or duty shall be laid on articles exported from any State. 
(Art. I, Sect. 9.) 

(4) The powers not delegated to the United States by the Constitution, 
nor prohibited by it to the States, are reserved to the States respectively 
or to the people. (Amendment X, 1791.) 

(5) No State shall make or enforce any law which shall abridge the 
privileges or immunities of citizens of the United States ; nor 

any State deprive any person of life, liberty, or property, without due 

^ West Coast Hotel Co, v. Parrish, 300 U.S. 379. 

^ Schechter Poultry Corporation v. U,8,, 295 U.S. 495 (1935). 

® United States v. Butler, 297 U.S. 1 (1936). 

* National Labor Relaiicms Board v. Jones & Laughlm Steel Corporation, 301 U S 1. 

Company v. National Labor Rdahons Board, 303 U.S. 

453, 467. 



30 


FEDERAL FINANCE IN PEACE AND WAR 


PT. I 


process of law ; nor deny to any person within its jurisdiction the 
equal protection of the laws. (Amendment XIV, 1868.) 

<^{6) The Congress shall have power to lay and collect taxes on incomes, 
from whatsoever source derived, without apportionment among the 
several States, and without regard to any census or enumeration. 
(Amendment XVI, 1913.) 

Except for Amendments X, XIV and XVI above, the sections quoted 
are those drawn up in 1787 and brought into force on 30th April 1789 after 
ratification by eleven out of the thirteen original States. In the century 
and a half of its existence it has changed less than perhaps any other 
system of government in the world. It has, however, a very difierent 
meaning to President Roosevelt from any that could have been conceived 
by Alexander Hamilton. It is no mere antique symbol but a living 
influence upon the lives of Americans, as the history of the New Deal has 
shown. 

In three dnections it differs from the British Constitution, although 
both nations start from the same foundation — government by consent 
of the governed. In the first place it is not a Parliamentary system of 
government. Since the time of their first President, George Washington, 
the American people feel themselves represented primarily by their 
executive officer, the President, and by members of his Cabinet rather than 
by Congress. In 1868 in the clash between the Executive and the Legis- 
lature over the impeachment of President Andrew Johnson it w^as the 
Constitution and the loyalty of Americans to it that made the Executive 
supreme, A second difference from the British system, perhaps a unique 
feature of American polity, is the absence of that opposition between the 
Government and the industrial classes which has been traditional in 
Europe. The whole American social and political system is based on 
industrial property right, and American lawyers accordingly have held 
that the Fifth and Fourteenth Amendments apply to all '' persons ”, real 
or fictitious, ie. the corporate persons of industry have also their rights, 
the Supreme Court being the custodian of all American liberties, whether 
of individuals or of corporations or of cities or of States. A third contrast 
with the British system is the idea of federation, an idea subsequently 
adopted by Canada, Australia and South Africa. The Centre is the trustee 
of federation which will always be the central thread of American con- 
stitutional development. The gradual strengthening of the Central or 
Federal Government, as the Amendments to the original Constitution 
have shown, is the most characteristic development of the Constitution 
to-day. In no small degree this is due to the increased complexity and the 
increased cost of government. The States or the people have all those 
powers not delegated to the Federal authority, but they have to accept the 
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lead of tlie Centre even in activities in wMcli they are nominally sovereign. 
As the New Deal has shown, a new federalism has sprung up which 
requires for its efiectiveness ^ co-operation by the States in the form of 
legislation. Federal financial power has had powerful centralising influ- 
ences in recent years, and the States have been willing partners in national 
action. This has been essential to ensure uniform or integrated action on 
common problems. In 1930 the Federal Government gave grants to 
States amounting to about $150 millions to assist eleven different State 
activities. Nine years later the total was $800 millions, and the number 
of assisted activities was twenty-one. Fifteen per cent of the total 
revenues of State Governments now comes from federal grants.^ The 
Constitution links the spending power of Congress to general welfare, as 
in Section 8 of Article I — ‘‘ The Congress shall have power to lay and 
collect taxes ... to pay the debts and provide for the common defence 
and general welfare of the United States The Supreme Court in 1938 
declined to permit private utilities not operating under exclusive fran- 
chises to challenge the grants and loans of the Public Works Adminis- 
tration to municipal and other public electrical plants,^ and in 1939 went 
further and supported the Tennessee Valley Authority’s contention that 
it was not merely within its rights in damming the bed of the river but in 
making contracts for the supply of power to neighbouring cities.^ Experi- 
ence shows that in a federation the Federal Government must be in most 
cases the leader. A policy which takes into account the interests of all 
does not satisfy everybody. National or Federal interests and State 
interests do not invariably coincide. If they did, federation would be 
meaningless and unnecessary. The American Constitution was and is the 
embodiment of the idea of Union, the idea that the States of the Union in 
their own interest and although unequal m size and wealth must forgo 
their jealousies and transfer elements of their sovereignty to a central 
Government. The trend of judiciaj. interpretation by the Supreme Court 
is in the direction of extending the powers at the Centre. John Marshall,, 
Chief Justice of the United States from 1801 to 1835, was the first to erect 
the Constitution as a superior paramount law, and invoked the concept of 
political nationhood as against the rights of the States. Roosevelt, like 
Jackson, has used the Constitution to good purpose ever since he came 
into office, which was at a time when the United States was feeling the 

^ Of. The. Rise of a New Federalism, by Jan© Perry Clark. New York, 1938. . 

^ Of. J. P. Harris, The Future of Federal Orants~iri->Aid ; A. F. MacDonald, 
“ Federal Aid to tbe States : 1940 Model ”, American Political /Science Review, vol. xxxiy, 
1940, p. 489. 

® Alabama Power Company v. Iclces, 302 D.S. 464 ; DuTce Power Company v. Green- 
wood County, 302 TJ.S. 485. 

* Tennessee Electric Power Oomjyany v. Tennessee Valley Authority, 306 XJ.S. 118. 
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results of the great depression more severely than any other country of the 
world. His ami was to cure, under the framework and in the spirit and 
intent of the American Constitution ”, the causes of the great depression 
at a time of world-wide change, creating problems “ for which the masters 
of the old practice and theory were unprepared These causes were 
mainly the concentration of economic power in the hands of the few and 
the lack of investment. In spite of all that has been said and done, '' We 
have ”, he said, '' not weeded out the over-privileged, and we have not 
effectively lifted up the imder-privileged Social justice was a definite 
goal and he had no quarrel with the profit motive, which he defined as 
the right to work to earn a decent livelihood for ourselves and our 
families He declared, “ Americans must forswear that conception of 
the acquisition of wealth which through excessive profits creates undue 
private power over private affairs, and, to our misfortune, over public 
affairs as well That this was an accurate diagnosis of the facts was 
undoubtedly true. The diagram on p. 33 shows the catastrophic fall in 
the national income between 1929 and 1933, and the recovery from that 
year to 1937. There was a fall from 1937 to 1938 followed by a rise, so 
that at the end of 1941 the national income was larger than in 1929. 

The concentration of economic power was clear from the fact that the 
proportion of the occupied population employed by others had risen from 
50 per cent in 1870 to 80 per cent of the total occupied population in 
1935. It was also seen in the unequal distribution of income and in the 
growth of large corporations. Three per cent of the population, according 
to one estimate, owned shares in 1929, and three-tenths of 1 per cent 
received 78 per cent of the dividends. In 1930 1 per cent of the corpora- 
tions owned half the wealth of all corporations, and it was calculated that 
if the 200 largest grew as fast as they did in the 1920s they would have 
half the country’s wealth by 1950. The decline in investment was due to 
several factors such as the slowing-down in the growth of population 
assisted by the decline in immigration, the completion of the railway 
system and similar means of investment, and the state of Europe making 
investment too risky.^ President Roosevelt, therefore, set about the 

^ Cf. C. J. Hitch, 03?. cit. chap, v, “ Depression and New Deal Also Hansen, Fiscal 
Policy and Business Cycles, London : AUen & Unwin (New York : Norton & Co), 1941. 
Professor Hansen distinguishes between a circular-fiow economy in which consumption 
and net income are equal and a dynamic economy where there is a constant tendency 
for consumption and net income to be unequal. A dynamic economy tends to run down 
like a clock and requires winding up repeatedly — by fresh opportunities for investment. 
This is the best book yet written on full employment as it aSects the United States to-day. 
According to Professor Hansen, the decline m investment was caused not so much by the 
decline in the demand for consumption goods as such as by that in the demand for resi- 
dential construction. In his view, the United States ceased to have an expanding economy, 
partly because the growth of population and immigration have declined, and monopoly 
and other factors have produced a rigid price structure which prevents the growth of 
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solution of these problems by legislation. In order to remedy the bad 
effects of the first factor, he tried to make the worker more secure and more 
powerful in bargaining with capital. To this class of measures belong the 
Social Security Act, the National Eecovery Act, the Wagner Act and 
amending Acts, the Wages and Hours Act. He also assisted farmers by 

CHART IV 

Net National Income, 1929-41 
(Income of 1929 = 100) 



Note — The net national income figures are those in Table I on p. 162 of Mr. Stone’s article on “ The 
National Income, Output and Expenditure of the IJ.S.A.”, Bcommic Journal, June-Sept. 1942. 

raising the prices of farm products. Legislation was passed to deal with 
the concentration of economic power, both industrial and financial, such 
as the reduction of regulated prices in certain industries in which corpora- 
tions or large firms were dominant. Attempts were made to increase and 
stimulate investment by '' pump-priming ’’ the control of credit, and the 
construction of public works by the W.P.A. (Works Progress Adminis- 

intensive ” private investment. On the depression and the New Deal, as well as the 
general background, see also Allan Nevins and Henry Steele Commager, Atmrica. : The 
Story of a Free People, Oxford University Press, 1942, especially pp. 408 ff. 

B 
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tration) and tlie P.W.A. (Public Works Administration). 

The war has brought rather different financial problems. On 7th 
September 1942 the President, in a message to Congress, bluntly told 
Congress that if it did not pass the necessary legislation to prevent inflation 
— the fixing of prices and wages and the increase in taxation — for which 
the Administration asked, he would be compelled to act himself on account 
of his inescapable responsibility to the people of the country. He had 
precedent for this. Abrahain Lincoln on 1st January 1863 issued a pro- 
clamation emancipating slaves by virtue of his authority as Commander- 
in-Chief and as a necessary war measure, and in 1865 Congress ratified an 
amendment to the Constitution — the Thirteenth Amendment abolishing 
slavery. The action of President Eoosevelt once more illustrates the 
elasticity of the Constitution and the dominating position of the Executive 
in taxation and other matters in recent years.^ The legislation asked for 
by the President was duly passed by Congress, though with an amendment 
making some concessions to farm interests. 

III. Government Revenues and Expenditures 

The increase in the cost of government in recent years and the con- 
sequent increase in taxation are set out in the table on opposite page. 

As far as total Government revenues and expenditures are concerned, 
the fiscal year 1915 was the last comparatively normal pre-war year in the 
United States. Hence the first and third columns, which show the percent- 
age increase in expenditures and tax collections, compare recent years with 
1915. During the war period of 1917-18 expenditures and to a lesser extent 
tax revenues of all three layers of Government increased rapidly. In the 
case of State and Local Governments this increase continued during the 
1920s. Federal expenditures (and hence taxation) were cut down con- 
siderably after the war — from $18*5 billions in 1918-19 to $3*5 billions 
in 1924-25. But even these Coolidge economy ” measures from 1923 
to 1929 left the cost of the Federal Government at a level several times 
higher than it had been before the war, and from the middle 1920s 
onwards the upward trend began slowly to reassert itself. Then, in 1929 
and 1930, came the great depression, and with it revolutionary changes in 
American public finance. National income in money terms fell by more 
than half (see Chart IV, p. 33). With the emergence of mass unemploy- 
ment, the burden of rehef fell at first on the Local Authorities. But soon 
these found themselves quite unable to cope with the situation. Their 
revenues were shrinking (in some cases there were even taxpayers’ strikes), 

^ Of. W. B. Graves, “ The Future of the American States ”, American Political Science 
JRevieWt vol. xxx, 1936, p. 24, where the dominance of the Federal Government in recent 
years is discnssed. 
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and they had to cut down expenditures accordingly. The State and 
National Governments had to come to their aid, and before long the 
responsibility for relief was largely taken over by the higher layers of 
Government, especially after the coming of the New Deal in 1933. The 
expenditures of the National Government doubled and trebled during the 
1930s. Taxation was increased, but to a much lesser extent, partly 
because it would have been difficult to do more during the depression, 
partly for a more important reason. That reason is the New Deal policy 
of '' pump-priming that is attempting to stimulate recovery by invest- 
ment in durable goods through continued large-scale deficit financing, 
which was not on a sufficient scale to restore activity to the spending 
levels of the 1920s. It has been suggested that amounts equal to at least 
three times the amounts in the Budget would have been required to 
restore activity. This is further illustrated by Table 21 in Part III. Then 
came the rearmament programme and the present war, which greatly 
reinforced the tendency of National Government expenditures to increase 
out of proportion either to revenues or to State and Local expenditures. 
Federal Government expenditures in 1937-38 were 7|- times what they 
had been in 1914-15 and double those of 1929. By 1941-42 they were 
over 4| times as great as in 1937-38, and 32| times as great as in 1914-15, 
while the Budget for 1942-43 provides for an estimated expenditure of 
$58*9 billions (of which $52*8 billions is for defence), or nearly a sixty-fold 
increase over 1914-15 ! In August 1943 aggregate expenditure of the 
year which began on 1st July 1943 was estimated at $106 billions. The 
increase in Federal tax revenues has been somewhat less spectacular 
since the depression ; but even so, Federal tax revenues in 1937-38 
were 883 per cent of the corresponding 1914-15 revenues and 147 per 
cent of those of 1929-30, while those of 1941-42 are over 19 times and 
those budgeted for 1942-43 ($17*6 billions, including non-tax revenue) 
over 25 times as great as those in 1914-15. The increase during both 
wars has been associated with a rise in the relative importance of the 
income tax, though this feature was much more marked during the 
last war than it has been so far during this. 

The proportionate increase in State expenditures and revenues between 
1914-15 and 1937-38 was of a magnitude similar to that of the corre- 
sponding changes in the finances of the National Government. The 
percentage increase in expenditures between 1929-30 and 1937-38 was 
naturally somewhat less than that in Federal expenditures (70 per cent as 
compared with 100 per cent for Federal expenditures), but still very 
considerable. For, as we have seen. State Governments have participated 
in the movement of taking over from Local Governments and developing 
further such functions as relief. The system of unemployment insurance 
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introduced by tbe Social Security Act of 1935 is worked by Federal and 
State authorities together. The increases in State revenues and expendi- 
tures since the outbreak of war have naturally been much smaller than 
the corresponding changes in Federal figures. 

As might be expected in these circumstances, the changes in Local 
Government revenues and expenditures have been far smaller than has 
been the case with the higher layers of Government. The figures never 
rose to much more than 2| times the level of 1914-15, and there was 
actually a slight decline, both in expenditures and revenues, after 1930-31. 
No very great changes in the Local totals seem to have been caused by the 
present war. 

It is of interest to compare the statistics of Government expenditures 
and revenues in Table V with those of the national income (Table VI). 

This table brings out even more clearly the features already noted, such 
as the gradual upward trend and the impact of wars and depressions. 
National Government figures vary much more than either State or Local 
ones, both in absolute terms and in terms of the national income. In the 
most recent years, when national income has increased rapidly as a result 
of rearmament and war expenditure, the ratio of Federal expenditures to 
the national income has naturally risen at a rapid rate, while the similar 
ratios relating to the more stable State and Local expenditures have fallen. 
As mentioned above, some of the changes due to the depression, the New 
Deal and the war are further illustrated by Table 21 in Part III. 

Two more points should be noted in this connexion. In the first place, 
the burden of taxation and the weight of expenditure are rather heavier 
than in mbst of the other Federations studied in this Enquiry. In the year 
1937-38, Government revenues in the United States from taxation alone 
amounted to the equivalent of 19 per cent and expenditures to 24 per cent 
of the national income.^ This compares with 17 per cent in South Africa 
(total revenues only), 13 per cent in India (for both revenues and expendi- 
tures) and 25 per cent (for both revenues and expenditures) in Australia. 
Since the war the contrast has become even greater, especially in the field 
of expenditures, where the American percentage reached 27 in 1939-40 
and approximately 41 in 1941-42. The Budget estimate for 1942-43 
provides for an expenditure of something like 60 per cent of the national 
income (all Governments), though such figures should be used with caution 
as merely indicating the order of magnitude of the proportion. Mr. 
Stone, in his paper referred to above, ^ compares percentages calculated on 

^ See G, Findlay Shirras, Science of Public Fiimnce, vol. i, 3rd ed., Macmillan & Co., 
London. Cf. Pacing the Tax Problem, A Survey of Taxation in the United States and a 
Program for the Future, The Twentieth Century Fund, New York, 1927, chap. 5 and 
pp. 393-4. 

2 Richard Stone, op. cit, pp. 157 and 158. See also Table 20 in Part III of this En'quiry. 
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a somewhat different basis with those given for the United Kingdom in 
the Budget White Paper.^ His percentages for expenditures are : in the 
United States 20 per cent in 1938 and 1939, 21 per cent in 1940 and 26 
per cent in 1941. In the United Kingdom, 19 per cent in 1938, 44 per cent 
in 1940 and 52 per cent in 1941. The following figures represent the 
proportion of the national income devoted to taxation : United States, 
20 per cent in 1938 and 1939, 21 per cent in 1940 and 24 per cent in 1941 : 
United Kingdom, 25 per cent in 1938, 29 per cent in 1940 and 37 per cent 
in 1941. Estimates on another different basis appeared in the Economist 
of 24th January 1942 (p. 106). According to these, total Government 
revenues in the United States were 22*1 per cent of the national income in 
1938-39, 21*6 per cent in 1940-41 and 24*1 per cent in 1941-42. The 
corresponding estimate based on the Budget figures for 1942-43 is about 
33| per cent. The figures given for total Government revenues in the 
United Kingdom are 27-8 per cent of the national income in 1938-39, 
31*2 per cent in 1940-41 and 37-3 per cent in 1941-42. Total Government 
expenditures (and in brackets those on defence or war) expressed as a 
percentage of the national income are given as follows : United States — 
1938-39, 29-1 (1-8) ; 1940-41, 284 (7-6) ; 1941-42, 45*9 (274) ; 1942-43 
(on the basis of the Budget estimate), 66-5 (51). United Kingdom — 1938- 
1939, 30-9 (8*7); 1940-41, 58-8 (424) ; 1941-42,67(45-50). For the fiscal 
year 1st July 1943 to 30th June 1944, |38 millions out of the total 
e:^enditure of the Federal Government (or about 36 per cent) are pro- 
jvided for by taxation. The total national income is estimated to reach 
$150 millions in the same period. Great Britain’s taxation to total 
expenditure is 52 per cent and Canada’s 47 per cent. 

The second point refers to the New Deal policy of promoting recovery 
by “ pump-priming ”, by public works and by planning industry in various 
directions. Clearly, the figures give no conclusive proof whether recovery, 
or the slow pace of recovery, was due to the New Deal or to the fact that 
it was not carried out rigorously. What they do indicate is that in 
spite of the huge increase, by peace-time standards, in Federal expendi- 
tures and deficits, neither reached a very large proportion of the national 
income of so great a country. The percentages of Government expenditure 
in the table are small compared with the tremendous fall in the national 
income. On the supposition that the New Deal was the correct policy for 
combating the depression, it could not have fully succeeded unless Govern- 
ment activities extended to a far greater sector of the national economy 
than was possible within the existing constitutional and economic frame- 
work. Pessimism among business men and the decline in private building 
construction more than counteracted the large expenditures by Govern- 
1 Omd. 6347, sections B and E* 
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ments, and therefore nneniploymeiit remained at a high level. 

We turn now to a feature in which the United States differs from the 
other Federations studied in this Enquiry — the relative importance of 
Local Government in public finance. Until the depression Local expendi- 
tures exceeded Federal ones — before the war of 1914-18 they were con- 
siderably larger than Federal and State expenditures combined. The 
contrast, even now, is larger than the tables suggest, because a substantial 
proportion of State expenditures — one-third in 1936-37 — consists of 
grants, mostly in aid of specified activities, to Local Governments. Never- 
theless, as we have seen, H. C. Adams was mistaken when, in 1898, he 
expected Local expenditures to increase more rapidly than State and 
Federal expenditures.^ As the modern community grows and becomes 
more complex, there is not only a steady tendency for Government func- 
tions to expand and to multiply, but also for the higher layers of Govern- 
ment to assume an even greater share of the responsibility. The case of 
relief during the great depression has already been mentioned. We shall 
return to this question when considering the details of public expenditure. 
Meanwhile, it is necessary to analyse briefly the tax structure of the 
United States. 

Government Revenues 

Eevenues from taxation only have been given, because of the difficulty 
of obtaining comparable data of other revenues for all three layers of 
Government. Detailed statistics are very scarce, especially in the case of 
Local finance. Fairly complete data for a considerable proportion ^ of 
Local Government units are collected at ten-year intervals, but the last 
year for which they are available is 1932. Figures for cities of 100,000 or 
more inhabitants are available for other years. To the total tax collections 
of these cities in 1937-38, amounting to $1940 millions has, therefore, 
been added a rough estimate ^ of $2800 millions representing all other 
Local Authorities. It has been assumed that the general property tax 
accounted for 95 per cent of all Local tax revenues, and not only of those 
of cities with a population of 100,000 or more. This is probably not very 
far from the truth.^ Local figures for miscellaneous taxes contain 
items which, if data were available, would be classified under other heads 
such as business or consumption taxes. The Local totals exclude grants 
and shared taxes. 

^ H. C. Adams, Science of Finance, New York, 1898, p. 45, quoted by Dr. Mabel 
Newcomer, Taxation and Fiscal Policy, New York, Columbia University Press, 1940. 

2 Totals (tkough not details) relating to tbe year I9S1-'S2 are available for all Local 
Authorities. 

® Made by the Tax Institute, University of Pennsylvania. 

^ Br, Mabel Newcomer ( 033 . cit. p. 28) gives the proportion of Local Government tax 
revenue derived from the property tax as 87 per cent in 1900 and 94 per cent in 1989. 
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State revenues from taxation given in Table VII represent total collec- 
tions by the States, whether or not shared with Local Governments, plus 
the State share of locally collected taxes. Separate data for individual 
and corporate State income taxes are not available for all States, though 
in some cases they are available for a few years other than 1937-38. In 
the latter cases the figures have been utilised to estimate roughly the 

TABLE VII 

The Ee venue System of the U.S.A., All Governments, 1937-38 
(Tax Yields only : $ millions) 



National 

State 

Local ^ 

Total 

Group I. Progressive Taxes : 





Personal (net) income taxes 

1286 

224 


1,510 

Estate and gift taxes 

417 

145 


562 

Total 

1703 

369 


2,072 

Group II. Taxes on Property : ^ 





Capital Stock .... 

139 



139 

General Property .... 


253 

4435 

4,688 

Total 

139 

253 

4435 

4,827 

Group III. Taxes on Business : 





Corporate (net) income taxes ® 

1124 

178 


1,302 

Excess profits tax .... 

37 



37 

Unjust enrichment tax ^ . 

6 



6 

Undistributed profits tax . 

176 



176 

Franchise taxes ® . 

1 

107 


108 

Insurance company taxes . 

. . 

85 


85 

Chain store taxes .... 

. . 

7 


7 

Licence taxes .... 

, . 

14 


; 14 

Stock transfer and document registry . 

42 

27 


69 

Tonnage ..... 

• 

2 



2 

Total 

1388 

418 

•• 

1,806 


^ No detailed data for all Local Authorities are available except for 1931-32. Tax revenues of cities 
of 100,000 or more inhabitants amounted, in 1937-38, to $1940 millions, of which $1815 millions 
represented the property tax. Total tax revenues of other local governments were estimated at about 
$2800 millions by the Tax Institute, University of Pennsylvama. It has been assumed that the pro- 
portion of total local tax revenues derived from the property tax was the same as in the case of cities 
of 100,000 or more inhabitants. (See also text.) The totals do not include shared taxes, grants, 
service charges for current services and other minor items. Details for cities of 100,000 or more 
inhabitants in 1936-37 are given in Table 9 m Part III. 

“ Gi-roup II includes taxation of property of various kinds, not only real estate, as it has not been 
possible to separate out the latter. This fact should be kept m mind when comparisons are made 
with other chapters of this Enquiry. 

® This excludes (a) taxes on gross receipts or turnover of businesses, which have been given under 
General Sales Taxes, and (b) the Unjust Enrichment Tax, shown separately. 

* A tax levied on net income arising from Federal excise taxes shifted to the vendee but not paid, 
Federal excise taxes shifted by the vendee for which he was reimbursed by the vendor, and refunds 
and credits of Federal excise taxes shifted to others. 

® Licences and fees for the privilege of conducting business, except (a) those based on net income 
(included under income taxes) and (b) those levied specifically on public utilities (included under 
utility taxes), [Table continued ovetleaf 



42 


PT. I 


FEDEKAL FINANCE IN PEACE AND WAE 


TABLE VIl — {continued) 



National 

State 

Local ^ 

Tot<il 

Gkoup IV. Mainly Consumption Taxes : 
Customs . . . . • 

357 



357 

Excise and Similar Selective Taxes : 

Liquor ..... 

568 

221 


789 

Soft drinks, etc. 

1 

3 


4 

Tobacco ..... 

568 

56 


624 

Sugar ..... 

31 



31 

Oleomargarine, etc. 

30 

1 


31 

Severance ® . 


62 


62 

Gasoline and lubricating oils 

235 

786 


1,021 

Motor vebicles .... 

90 

381 

* ’ 

471 

1 Pacing 


11 


11 

Utilities 

75 

117 


192 1 

Sub-total .... 

1 

1598 

1638 


3,236 

1 General Sales and Similar Taxes : 





i Sales and use, gross receipts and gross 





I income ..... 

53 

447 


500 : 

( Admissions and dues ’ 

27 

6 


33 

Subtotal .... 

80 

453 


533 

Miscellaneous ..... 

12 

10 

305 

327 j 

1 

Total 

! 2047 

2101 

305 

4,453 1 

Gbaxi) Total (excluding pay-roll taxes) . 

5277 

3141 

; 4740 

18,158 

Pay-roll taxes (social insurance contribu- 





tions) ..... 

' 743 

746 


1,489 

Graxi) Total (including pay-roll taxes) . 

6020 

3887 

4740 

L 

14,647 


Note. — In order to get comparable figures for all Governments, the table has had to be limited 
to revenues from taxation. This should be borne in mind when comparisons aie made with other 
chapters of this Enquiry. See also Table I 

For grants^ etc., from the Federal Government to the States, from the States to the Local Atithonties 
and from the latter to the States, see Table 10 %n Part III. 

* Taxes levied on natural resources at the time of production, or seioianoe from the earth 

’ Includes various taxes, among them admissions and licences of various amusement places. 

Sources. — Tax Yields, 1940 ; Statistical Abstract for the United States, 191-0. 

proportions of the State income tax collections representing individual 
and corporate taxation. In this way the known totals of income tax 
collections of States for which details are missing have been split up, and 
approximate total figures for individual and corporate income tax collec- 
tions obtained. 

The revenue system as a whole can hardly be said to be cither very 
progressive or very regressive. There is a tendency for it to become more 
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progressive and it is among tlie more progressive of the revenue systems 
studied. 

Tax revenues are fairly evenly divided among three divisions: 
(1) Groups I and III, ie. Progressive Taxes (taxes on individual income 
and death duties, etc.) and taxes on business (mainly on corporate income 
and undistributed profits). These two groups together comprise a little 
over 29 per cent of total tax revenues. Out of this, personal and corporate 
income taxes together represent 21 per cent of the total. Personal income 
taxes represent 11 per cent, estate and gift taxes over 4 per cent, making a 
total for Group I (Progressive Taxes) of 16 per cent. Corporate income 
taxes represent 10 per cent, the Federal tax on undistributed profits 1 per 
cent, and other business taxes 3 per cent, making a total for Group III 
(Taxes on Business) of 14 per cent. (2) Group II, Taxes on Property. 
This division comprises 36 per cent of total tax revenues, of which 35 is 
general property taxation and consists almost entirely — to nearly 95 per 
cent — - of local property taxes. Hence, even in 1937-38, the general 
property tax was still by far the most important tax in the United States 
so far as yield is concerned. It should be remembered that this is a 
general property tax which is levied not merely on real estate but on other 
property as well. It has not been possible to eliminate from Group II 
taxes levied on property other than real property. Care should therefore 
be taken in any comparisons between these figures and those in other 
chapters of this Enquiry . (3) Group IV, mainly Consumption Taxes. This 
division comprises 34 per cent of total tax revenues. Of all taxes placed 
under this head, oir^ about 4 per cent go to Local Governments, the 
remainder being divided evenly between the Federal and State Govern- 
ments. The most important part of the 34 per cent of total tax revenues 
represented by this group is the excise taxes on gasoline, etc. — 8 per 
cent, largely State taxes. Other excise and similar taxes are those on 
liquor, 6 per cent ; tobacco, 5 per cent (both mainly Federal) ; motor 
vehicles, 4 per cent (mainly State) ; other excise taxes, 2 per cent : 
total excise taxes, 25 per cent. Then there are customs (a Federal tax), 

3 per cent ; general sales ^ and similar taxes, 4 per cent ; and miscellaneous 
taxes, 2 per cent. Finally, social insurance contributions (^‘ pay-roll 
taxes ’’), which have been excluded from the main part of Table VIII, 
comprised 10 per cent of all taxes including pay-roll taxes (a figure com- 
parable in magnitude with those quoted above would be 11). 

We have said that the revenue system as a whole is neither very 
progressive nor very regressive. But there are great differences in this 
respect between different Governments. The Federal revenue system is 
much more progressive than the others ; in fact, it goes very far in that 
^ See Facing the Fax Problem, The Twentieth Century Fund, New York, 1937, pp. 460-63. 



TABLE VIII 

The Revenue System op the U.S.A., All Governments, 1937-38 


(Tax Yields only : percentage distribution) 



Peicentagc Share ot 
eacli Government in 
Total Revcnue.s 

Percentage Distribution ot 
each Government’s 
Hevenue 


Na- 

tional 

State 

Local 

Total 

Na- 

tional 

State 

Local 

Total 

Group I. Progressive, Taxes * 
Personal (net) income 

85 

15 


100 

24 

7 


11 

Estate and gift 

74 

26 

. . 

100 

. 8 

5 


5 

Total . 

82 

18 


100 

32 

12 


16 

Group II. Taxes on Property : ^ 
Capital stock . 

100 



100 

3 

*8 

94 

1 

General property 


5 

95 

100 


35 

Total . 

3 

6 

92 

100 

3 

8 

94 

36 

Group III. Taxes on Business. 
Corporate (net) income 

86 

14 


100 

21 

6 


10 

Excess profits . 

100 

. . 

. . 

100 

1 



. . 

Unjust enrichment . 

100 



100 

. . 

. . 



Undistributed profits 

100 



100 

3 

. . 


i 

Franchise 

1 

99 


100 


3 


1 

Insurance companies 


100 


100 


3 


1 

Chain stores . 

. , 

100 


100 





Licence 


100 

. . 

100 


. . 


. , 

Stock transfer and document 
registry 

61 

39 

• • 

100 

1 

1 


1 

Tonnage 

100 



100 


. . 



Total . 

77 

23 

. . 

100 

26 

13 


14 

Group IV. Mainly Consump- 
tion Taxes : 

Customs .... 

100 



100 

7 



3 

Excise and Similar Selective 
Taxes : 

Liquor .... 

72 

28 


100 

11 

7 


6 

Soft drinks, etc. 

27 

73 


100 

. . 



. , 

Tobacco 

91 

9 


100 

11 

‘2 


5 

" Sugar .... 

100 

. . 


100 

1 




Oleomargarine, etc. 

97 

3 


100 ^ 

1 




Severance 


100 


100 


‘2 


*1 

Gasoline and lubricants 

23 

77 


100 

*4 

25 


8 

Motor vehicles 

19 

81 


100 

1 

12 


4 

Racing 


100 


100 





Utilities 

39 

61 ^ 


100 

’i 

’4 


*i 

Sub-total 

49 

51 


_100 

30 



25 

General Sales and Similar 
Taxes : 

Sales and use, gross receipts 
and gross income . 

11 

89 


100 

1 

15 


4 

Admissions and dues 

82 

18 


100 

1 


. . 

. . 

Sub-total 

15 

... 

■85 

. . 

100 

""2 ■“ 




Miscellaneous 


3 

93 

100 

. . 

, . 


2 

Total . 

46 

47 

7 “ 

100 


67 

6 

34 

Grand Total {excluding pay- 
roll taxes) 

40 

24 

36 

100 

g8 2 

812 

100® 

90 2 

Pay-roll taxes 

50 

50 

. . 

100 

122 

192 


10 ^ 

Grand Total {including pay- 
\ roll taxes) . 

41 

27 

32 

100 

100 

100 

100 

100 

1 










\ Group II includes taxation of property of various Muds, not only real estate, as it lias not been 
possible to separate out the latter* This fact should be kept in mind when comparisons are made 
with other chapters of this Enquiry* 

* These are percentages of the grand total ineluding pay-roll taxes ($0020 millions : $3887 millions : 
$4740 millions ; $14,647 millions)* 
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direction compared with the other Federations studied in this Enquiry. 
Income and estate and gift taxes of all kinds accounted for 53 per cent of 
all Federal tax revenues ; individual income tax for 24 per cent, estate 
and gift taxes for 8 per cent (a total of 32 per cent for G-roup I — Pro- 
gressive Taxes). Corporate income taxes accounted for 21 per cent, the 
excess profits tax ^ for 1 per cent, the tax on undistributed profits for 3 
per cent and those on stock, transfer and document registry for 1 per cent 
(a total of 26 per cent for Group III — Taxes on Business). The only other 
taxes yielding a significant share of total Federal tax revenues were 
customs (7 per cent), and among excise and similar selective taxes those 
on liquor (11 per cent), tobacco (11 per cent), and gasoline and lubricating 
oils (4 per cent). All excise and selective ‘taxesjsombined produced 30 
per cent and general sales and similar taxes 2 per cent of Federal tax 
receipts, making (together with customs) a total of 39 per cent for Group 
IV — Mainly Consumption Taxes. In Group II — Taxes on Property — 
there was only the tax on capital stock (3 per cent). 

Finally, there are the pay-roll taxes, or social insurance contributions. ^ 
These have only been making a significant contribution to revenues since 
1936-37, and on a full scale only since 1937-38. In that year they 
produced 12 per cent of all Federal taxes includmg pay-roll taxes (a figure 
comparable in magnitude with those given above for other taxes would 
be 14). According to Dr. Mabel Newcomer,^ “ the pay-roll tax is the 
youngest member of the tax family in this country, and promises to 
become the largest of all the State and Federal taxes. It may, in time, 
overtake the local property tax if the present movement for the relief of 
real estate continues.” 

State pay-roll taxes ^ on account of unemployment insurance, intro- 
duced together with the Federal ones, amounted to $19 millions in 1935- 
1936, $333 millions in 1936-37, $746 millions in 1937-38, $801 millions in 
1938-39 and $851 millions in 1939-40. In 1937-38 they accounted for 
19 per cent of all State taxes including pay-roll taxes, and a figure 
comparable in magnitude with those given for other State taxes above 
(per cent of total State taxes excluding pay-roll taxes) would be 24. 

Originally the Federal Government relied for its revenue mainly on 
customs, and the State and Local Governments on poll and property 
taxes. We have seen that with the expanding cost of Government and 
Ifche general change in economic conditions the Federal Government has 
Jcome to rely mainly on progressive taxes such as those on income, and to 

^ Cf. Facing the Tax Problem, The Twentieth Century Fund, New York, 1937, 
pp. 491-4. ^ Ibid. pp. 494-500, 

® Mabel Newcomer, pp. cit. pp. 25 and 26. 

^ Including those in the District of Columbia. 
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some extent on excise taxation. A similar cLange has taken place in State 
revenues. The poll tax has dwindled into insignificance. The property 
4ax is still the mainstay of Local Government finances, and partly for this 
reason the States have, with the general rise in expenditures, tended to 
relinquish it more and more, and to develop new sources of revenue. The 
general property tax now accounts only for 8 per cent of State tax revenues. 
Among the new State taxes those on income (of which about 7 per 
cent is on individual incomes) and estate and gift (6 per cent, making a 
total of 12 per cent for Group I) are indicative of the trend towards more 
progressive taxation^' Other taxes on business (excluding public utilities) 
account for 6 per cent (a total of 13 per cent for Group III). But generally 
speaking, various sales and excise taxes, motor vehicle licences, etc., are 
far and away the most important part of the State revenue system. Group 
IV (Mainly Consumption Taxes) comprises no less than 67 per cent of the 
total. Of this, the most important items are taxes on gasoline and 
lubricants (25 per cent), motor vehicles (12 per cent), sales and use, gross 
receipts and gross income (15 per cent) and liquor (7 per cent). Actually, 
these figures hide the very great differences between individual States, 
which are illustrated by Table 14 in Part III. There is some degree of a 
general pattern, the principal feature of which is the reliance on con- 
sumption taxes, especially those on gasoline and motor vehicles, which 
marks the State revenue system as regressive. Nevertheless, the variations 
between States are very striking. At one end of the scale is New York, 
with far greater revenues (and expenditures and debt) than any other 
State, and, for a subordinate unit of Government, with a very progressive 
revenue system indeed. Various taxes on net income comprise 39-7 per 
cent of the total, of which 27*8 per cent of the total, or 70 per cent of 
income tax revenue, represents taxation of personal income. Estate 
taxation comprises 7*7 per cent ; the property and poll taxes are entirely 
absent, and even gasoline represents only 15 per cent of total tax revenue. 
On the other hand, thirteen of the forty-eight States levy no income tax 
at all ; Nevada has no estate or similar taxes. A few States like Nevada 


still rely heavily on property taxation ; others, such as Georgia and 
Florida, derive about half their tax revenue from gasoline. Texas, 
Oklahoma and Louisiana receive a considerable proportion of theirs from 
severance taxes ^ which do not exist at all in twenty-eight States. Again, 
"the relative yield of individual taxes sometimes changes rapidly ; for 


instance, general sales and similar taxes were of no importance before the 
|depression ; even in 1932-33 they comprised only about 1 per cent of 


^ Taxes levied upon natural resources at the time of production, or severance from 
the earth. Examples are taxes on minex’al resources, oil and gas, timber, and sea 
products. 
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total State tax collectioiiR. In the next year they suddenly shot up to 
9-2 per cent ; in 1937-38 they represented 14-4 per cent, and two years 
later 15*2 per cent, of all State tax receipts. Taxes on liquor, which 
comprised 11 per cent of Federal and 7 per cent of State tax revenues in 
1937-38, were, of course, practically non-existent during the Prohibition 
era — one of the main reasons why Prohibition was abolished at the 
bottom of the depression. 

Finally, there is Local taxation. This has been much more constant, 
.as a whole, than either Federal or State taxation, both in amount and, 
especially, in composition. As of old, the property tax is by far the most 
important source of Local Government revenues, and hence, in view of the 
relative importance of Local Authority finance, has remained, at any rate 
until the present war, the largest single source of revenue in the United 
States. 

It must, however, be remembered that nearly a third (32 per cent in 
1936-37) of State expenditures consists of grants to Local Authorities,^ 
and that a not inconsiderable proportion (over 8 per cent in 1936-37) of 
total State tax collections are actually shared taxes forming part of Local 
Government revenues. This reduces the preponderance of property taxa- 
tion in Local Government finance. Another factor working in the same 
direction are the receipts from public utilities, as may be seen from Table 9 
in Part III. (The effect shown there, relating as it does to the 94 largest 
cities only, is naturally greater than for Local Governments as a whole.) 

The summary figures for Local Governments hide the great diversity 
between different types of Local Authority, of which there are at least half 
a dozen. Some more details, relating to 1931-32, have been given in 
Tables 6 to 9 in Part III. A summary of the total figures is given in 
Table IX overleaf. 

The importance of the property tax for all types of Local Authorities 
is obvious. Only cities, towns, villages and boroughs ” derived a 
considerable revenue ($487 millions) from public service enterprises. 
The importance of the school districts should be noted. It is really greater 
than is apparent from the above figures, as there is much overlapping 
between school districts and cities, towns, etc. A characteristic of Local 
Government in the United States is the enormous number of Local 
Authorities, many of them small or overlapping. In order to sum up the 
situation we can hardly do better than to quote Dr. Newcomer on this 
subject : ^ 

There are approximately 175,000 taxing jurisdictions in the United 
States. New York alone has 12,000. Many of these jurisdictions are too 
small to give ef&cient service. This is often true of the rural school district. 

^ See Table 10 in Part III. ® Mabel Newcomer, op. cit. pp. 10 and 11. 
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TABLE IX 

Local Govebnment Revenues and Expendituees, 
SUMMABY Figuees, 1931“32 
( $ millions) 




Eevemies 


Expenditures 


Civil 'Division 


Tax 

(incliid- 

mg 

pio- 

perty 

tax) 



Operation and 
Maintenance 



Total 

Property 

Tax 

Total 

General 

Govern- 

ment 

Public 

Service 

Enter- 

prises 

Interest 

Out- 
lay s * 

Counties . 

1314 1 

1021 

877 

1412 

981 

. 

119 

311 

Cities, towns, villages, 
boroughs 

3374 

2251 

2057 

3594 

2070 

283 

424 

817 

School districts ^ 

1515 

1121 

1119 

1537 

1250 

^ 3 

109 

178 

Townships 

248 

208 

195 

253 

187 

*2 

17 

47 

Other civil divisions ^ 

194 

115 

112 

261 

60 

16 

63 

122 

# Total 

6645 

4716 

4360 

7057 

4548 

301 

732 

1475 


^ Exclusive of schools under administration of counties, cities, towns, villages anil boroughs. 

* Includes townships of Missouri, South Carolina and Washington 

* Less than S500,000 

* Capital expenditure out of revenue. 

Moreover, there has been a tendency to transfer functions from the smaller 
to the larger jurisdictions as improved means of communication have become 
available. This rarely results in the abolition of the smaller unit of govern- 
ment. Too many political offices are involved. Consequently, the useless 
shell of government remains long after its activities have been abandoned. 

The New York town is a case in point. Its chief activity is the maintenance 
of minor rural roads. The county could do this more efficiently with economy 
of road machinery and a better co-ordinated system. However, a town has 
at least twenty officials. For New York State as a whole, this means approxi- 
mately 20,000 political jobs. The emoluments of office are for the most part 
pathetically small, but they may represent the only cash income of the 
recipient. This is a power to be reckoned with. 

In Illinois where counties with and without townships are to be found 
side by side, the per capita cost of government is appreciably lower in the 
counties Without townships. About half the states in the country manage 
well enough without this subdivision. Some local government is desirable ; 
but one, or at most two, layers of local government in addition to Federal 
and State governments are probably adequate. Certainly the five layers of 
government existing in some New York villages (county, town, village, school 
district and special district) are hard to justify. 

To sum up, the Local Government system of taxation has changed 
very little during the past decades. It still relies mostly on the taxation of 
property, not always organised in the most economical manner. It is 
definitely regressive, a feature common to Local Government revenue 
systems. 
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On tli6 other hand, the Federal and State systems of taxation have 
undergone revolutionary changes during the present century. In 1900 
the Federal Government drew nearly all its revenues from customs and 
from excise taxes on liquor and tobacco. In 1937-38 these had declined 
to 28 per cent of Federal tax revenues and a little less than 25 per cent 
of total Federal revenues. Apart from the tax on gasoline, the new taxes 
which are now the main Federal revenue-producers are almost entirely 
taxes on individual and corporation income and estate and gift taxes. 
Thus, the Federal tax system has changed from a very regressive to a 
considerably progressive one. 

The change in the State revenue system is also very marked, but is of 
a slightly different character. At the begmning of the century about half 
the total State revenues were derived from the property tax. By 1937-38 
it had declined to 8 per cent of State tax revenues and about 6 per cent of 
total State revenues. Since then it has been declining still further. The 
new taxes which have taken its place are of two kinds. First, there are 
the taxes on income and succession, which have tended to make the 
State revenue system more progressive. But much more important than 
these are the various excise and similar taxes which fall mainly on con- 
sumption — gasoline, motor vehicles, liquor, general sales. In addition, 
there are the pay-roll taxes, comparatively new revenues for both the 
Federal Government and the States. 

Now let us turn to the question of intergovernmental and other non- 
tax revenues. For the reasons already stated, it has not been possible to 
show the figures for these receipts in Tables VII and VIII, as has been 
done in the other chapters of Part I of this Enquiry. 

According to the figures given in the Statistical Abstract of the United 
States, 1940, and summarised in Table 1 of Part III (see especially footnote 
•4), tax collections as given in Table VII of this chapter represented about 
84*6 per cent of the total Ordinary Receipts of the National Government 
during 1937-38. Of the remaining 15-4 per cent, 12*1 represents social 
insurance contributions, 0*4 Panama Canal tolls, etc., 0*6 seigniorage, 
1*1 interest and other receipts from securities, and 1*3 miscellaneous 
receipts. Hence nearly the whole of the revenues of the National Govern- 
ment are derived from taxation and social insurance contributions. This 
contrasts, for instance, with India, where the Central Government derives 
about 39 per cent of its ordinary revenue from public utilities (especially 
railways) and from miscellaneous sources such as interest, contributions 
from Indian States, and defence receipts.^ 

Revenue figures for States in 1936-37 (the latest year for which fairly 
full details are available), as given in the Statistical Abstract of the 
^ See Chapter VII, Table VI, pp. 202 and 203. 
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United States, are summarised in Table 3 of Part III. According to this, 
75*9 per cent of State revenues in 1936-37 were derived from taxation. 
Of the remaining 24*1 per cent, 14*3 were derived from grants (13*8 
grants from the Federal Government and 0*5 from Local Authorities), 
4-4 from charges for current services, 1*2 from contributions from public 
service enterprises, 0-1 from special assessments and special charges and 
4*1 from all other sources. Thus, the proportion of revenue derived from 
taxation is appreciably lower than in the case of the Federal Government, 
A figure comparable with the 84*6 per cent given for Federal tax revenues 
would be even lower than 75-9 per cent. The definition of a tax used by 
the United States Department of Commerce, like that used in the Enquiry 
into the Burden of British Taxation,^ is appreciably wider than that used 
by the Tax Institute, University of Pennsylvania, on whose compilations 
Tables VII and VIII are based. ^ The figure of total State tax collections 
given by the Institute for 1936-37 ($2932*2 millions less $260*0 millions of 
local shares of shared taxes, making a tax revenue of $2672*2 millions) 
represents 65*3 per cent of total State revenues as given in Table 3 of 
Part III ($4093*2 millions). This compares with 73 per cent in the case of 
the Indian Provincial Governments. 

The latest detailed Local Government figures, as has already been 
mentioned, are those for 1932, since when the totals have declined as a 
result of the expansion of National and State Government functions 
consequent on the depression and the New Deal. In 1932 total Local 
revenue receipts, as shown in Table 6 of Part III, amounted to $6644*0 
millions. Of this, taxes comprised $4715*9 millions, or 71*0 per cent.® 
Since then the proportion may have risen. Thus, for all Governments 
together, the percentage of revenue derived from taxation in 1937-38 
must have been in the neighbourhood of 78 per cent. 

Table 10 of Part III, as well as Tables 3 (especially footnote 2), 4 and 
5, illustrate the system of intergovernmental grants as it exists in the 
United States. Most of the figures are for 1936-37, the last year for which 
we have been able to obtain fairly detailed data. The system has several 
striking characteristics, of which the following three should be noted. 

First, there is a much closer link between the revenues and expenditures 

1 The. Burden of British Tamtion, by G. Findlay Shirras and. L. Eostas. National 
Institute of Economic and Social Besearcb, Economic and Social Studies II, Cambridge 
University Press, 1942 ; New York, Macmillan & Co,, 1943. ' 

2 E.g, the percentages in Table VIII exclude social insurance contributions, though 
they include under State tax collections (instead of under Local ones) the Local shares 
of State-collected shared taxes. 

* Of the remaining 29*0 per cent, grants from higher layers of Government amounted 
to 9*3 and earnings of public service enterprises to 7*8 per cent of total Local Government 
revenues. The smallness of the proportion due from public utilities is a point of contrast 
with that of other Federations studied in tins Enquiry. 
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of State and Local Governments than there is between either and the 
National Government. This shows itself mainly in two ways : a con- 
siderable proportion of State and Local tax revenues consists of taxes 
shared between State and Local Governments, quite apart from grants ; 
and nearly a third (32 per cent in 1936-37) of State expenditures consists 
of grants to Local Authorities, as mentioned above. 

This last phenomenon is closely connected with the second point, 
^namely, the fact that most grants, even those from the Federal to State 
Governments, are made for specified purposes. We find, therefore, not so 
much a system in which the higher layers of Government subsidise the 
lower, e.g. as a result of having more progressive and more expanding 
sources of revenue, but rather a system in which the higher layers of 
Government use the administrative machinery of the lower layers to 
translate the allocation of their financial resources into effective services. 
As can be seen from Tables 5 and 10 in Part III, State aid to Local 
Authorities is allocated almost exclusively to the secondary functions 
of Government, and here again, with the notable exception of highway 
maintenance, mostly to the social services. Of these, education is 
definitely the most important in this respect, with relief (usually classified 
as “ charities ”) in the second place. In 1936-37, out of all State grants 
to Local Authorities (or “ minor civil divisions ”), 99-7 per cent repre- 
sented secondary functions of Government, of which 77-5 per cent was 
spent on social services (education 57-4 per cent, relief 19-9 per cent 
and public health 0-2 per cent) and 19-0 per cent on developmental 
expenditure (of which 18-9 per cent went to highways). 

Similar features characterise Federal grants to the States, and this 
leads to the third point, the way in which the States have become the 
agents carrying out the National Government’s social security legislation. 
(The relevant parts of the tables are the footnote to and Section E of 
Table 10 in Part III.) In 1936-37, grants comprised, as we have already 
seen, 14-3 per cent of State revenues, 0-5 per cent being grants from minor 
civil divisions and 13-8 per cent grants from the Federal Government. Of 
the latter (|564*8 millions), 56 per cent was for highways, 27 per cent for 
rehef, 4 per cent for education, 2 per cent for public health, 2 per cent for 
unemployment compensation administration and 8 per cent for other 
purposes. But the place of the States in the system created by the New 
Deal is only appreciated when we remember that in 1939-40 (the last year 
for which it has been possible to obtain detailed figures) Federal grants to 
States and Territories ^ for public assistance and for administration of 
the unemployment compensation laws and State employment services 
amounted to |345-0 millions. Of this total, |61'6 millions represents 

^ The share ^ the Territories in these figures is very small. 
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unemployment compensation and $283-4 millions public assistance ( $231-1 
millions for old age-pensioners, $46-1 millions for dependent cMldren and 
$6-2 millions for tbe blind). In Table X below and in Table 2 of Part III 
the expenditure of the National Government under the Social Security Act 
in 1937-38 is given as $332 millions. Apart from administrative expenses, 
this figure represents entirely grants to States and refunds to States of 
taxes collected under the Act. Reference has already been made to the 
growing source of revenue which the States have found in the pay-roll 
taxes for unemplo}nmept insurance which they, together with the Federal 
Government, levy. It can thus be seen that as the higher layers of 
Government, and especially the National Government since the New 
Deal, have taken over more of the responsibility for the expanding social 
services, the financial and administrative division between the various 
Governments has become less clear-cut, and co-operation in specific fields 
has increased. 


Government Ex'pendilures 

The discussion of the American system of intergovernmental grants 
for social services has led us from the field of revenue into that of expendi- 
ture. This is now to be discussed in more detail. A summary picture of 
the situation is conveyed by Tables X and XI. 

Owing to the lack of complete and comparable data for all Govern- 
ments, only National Government figures for 1937-38^ and State and 
Local figures for the latest available years could be given. This means 
1936-37 figures for States (taken from the Statistical Abstract of the 
United States, 1940) ^ and 1931-32 figures for Local Governments.^ In 
the latter case, the figures summarised in the Statistical Abstract and 
reproduced in Table 6 in Paitdll of this Enquiry are taken from Financial 
Statistics of State and Local Governments^ 1932 (United States Department 
of Commerce, Bureau of the Census). A That volume contains details for 
all States and all types of Local Government so far as they are available. 
Unfortunately there are large gaps in the details, though the total expendi- 
tures on operation and maintenance of general departments, on operation 
and maintenance of public service enterprises, on interest and on outlays,^ 
and hence the grand totals, are complete. We have utilised such details 
as are given to estimate the distribution among the various heads of the 
total expenditure on operation and maintenance of general departments. 
As the figures refer to different years (one of them before the New Deal), 

1 See also Table 2 in Part III. 2 Tables 4 and 5 in Part III. 

® See also Tables 6 and 8 in Part III. ^ See also Table IX on page 48 above. 

® Expenditure of a capital nature out of revenue, e.g, for purchase and improvement 
of land, erection of new buildings, extension of water-supply systems, or purchases to 
increase the collection of libraries. 



TABLE X 


Public Expenuitubes feom Revenue, All Goveexments ^ 
($ millions) 



National, 

1937-38 

State, 

1936-37 

Local, 

1931-32 

1. Primary Functions : 

Legislation, administration and justice 
Protection to person and property 
Correction .... 
Pensions .... 

Debt services 

Defence .... 


500 

. 

655 

926 

975 

151 

106 

66 

. 

122 

^ 5 

512 

568 

. .® 

^ 4 

731 

Total, Primary Functions . 


3056 

445 

1811 

2. Secondary Functions . 

(1) Social Services . 

Education 

Public health 

Charities,® hospitals and corrections 
Recovery and relief 

Social Security Act 

Old-age reserve account 

Railroad retirement 


2238 

332 

387 

145 

830 

226® 

612® 

1965 

3557 

373 

Sub-total, Social Services 


3102 

1668 

2693 

(2) Developmental : 

Post Office .... 

Public buildings .... 
Public highways .... 
Shipping Board .... 
River and harbour work and flood 
Control ..... 
Panama Canal .... 
Tennessee Valley Authority 

Rural electrification administration . 
Reclamation projects 

Civilian Conservation Corps 

Development and conservation of 
natural resources 

Agriculture .... 

Public works, etc.^^ 

Public service enterprises 

47 

61 

152 

3 

165 

11 

42 

11 

40 

325 

473 

134 

^ 4 

458 

78 

“312 

4 

598 

12 

302 

Sub-total, Developmental • . 


1464 

539 

912 

(3) Outlays , 



712 

1476 

(4) Miscellaneous . 


4 

99 

164 

Total, Secondary Functions . "• 


4570 

3018 

5245 

Geand Total 

. 

7626 

3463 

7056 I 





1 


^ Owing to the impobsibihty of giving comparable detailed data for 1937-38 for all Governments, 
National expenditures from revenue for that year have been given as in Table 2 in Part III, State 
cost payments of general government {i.e. excluding public service enterprises) for 193C-37 as in 
Table 4 in Part III, and Local cost payments (including public service enterprises) for 1932 — the 
last year for which details are available — as given in Table 16 in Part III. It should be noted that 
the State figures include a substantial proportion of grants to Local Authorities, the 1932 counterpart 
of which has not been eliminated from the Local figures ; also that many of the Local items (as distinct 
from the grand total) have had to be estimated on the basis of figures available tor some authorities 
in some of the States For further details see the footnotes to the tables referred to. 

* A few small items are included in “Legislation, admmistiation and justice 

^ Given under “Chanties, hospitals and corrections”. 

* Not shown as a separate item in the official statistics, 

® Militia and armouries included under “ Protection to person and property 

* Includes hospitals and recreation. 

’ Excludes hospitals which are included m the following item. 

® Mainly poor rehef. 

* Chanties only. 

Mainly postal deficiency. 

“ Includes U.S. Housing Authority ($165,000). 

Contribution from general Government funds only 

State and Local capital expenditure out of revenue. 
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TABLE XI 


Public Expenditures from Revenue, All Governments ^ 
(Percentage distribution) 



National, 

1937-38 

State, 

1936-37 

Local, 

1931-32 

1 . Primary Functions : 

6-6 

44 

7-2 

Legislation, administration and justice . 

Protection to person and property 

2 

3 1 

8*1 

Correction ..... 


1 9 


Pensions ..... 

86 

. 

. 

Debt services .... 

12-0 

34 

10 4 

Defence ..... 

12-8 

^ 5 

.. 

Total, Primary Functions . 

40-0 

12-8 

25-7 

2. Secondary Functions . 

(1) Social Services : 




Education .... 

^ 2 

24 0 

27 8 

Public health .... 

^ 2 

65 ® 

5-0 7 

Charities,® hospitals and corrections . 


17-7 9 

54 

Recovery and relief 

29*3 

* . 


Social Security Act 

44 


• • 

Old-age reserve account 

51 



Railroad retirement 

1-9 

-- 


Sub -total. Social Services 

40-7 

48-2 

38*2 

(2) Developmental : 

0*6 10 



Post Office .... 

. . 

. . 

Public buildings .... 

0-8 


^ 4 

Public highways 

2-0 

13-2 

8-5 

Shipping Board .... 
River and harbour work and flood 

* 



control ..... 

2-2 

. . 


Panama Canal .... 

0-1 

. . 


Tennessee Valley Authority 

0-6 

. . 

. - 

Rural electrification administration . 

0-1 

• • 

• . 

Reclamation projects 

0-5 

. . 

. . 

Civilian Conservation Corps 
Development and conservation of 

43 

, . 

0*2 

natural resources 

. . 

2-3 

Agriculture .... 

6*2 



Public works, .... 

1*8 


. . 

Public service enterprises 


6-112 

4-3 

Sub-total, Developmental 

19*2 

15-6 

13 0 

(3) Outlays .... 

- 

20-6 

20-9 

(4) Miscellaneous .... 

04 

2-8 

2-2 

Total, Secondary Functions . 

60*0 

87*2 

74-3 

Grand Total .... 

100-0 

100-0 

100-0 


Note , — For footnotes see Table X. 


* Less than 0 05 per cent. 
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it is, of course, impossible to give details for total Government expenditures 
(National, State and Local combined). Since 1931—32 Local expenditures 
have declined a little, both in absolute terms and relatively to National 
and State expenditures. In 1937-38 they must have amounted to about 
$5900 or $6000 millions. The figures include duplication due to inter- 
governmental grants. The most important of these are the State grants 
to Local Governments (32 per cent of total State expenditures), as we 
have already seen. 

The true significance of the figures, especially of the percentages in 
Table XI, is grasped only when we compare them with the system exist- 
ing before the New Deal. Tables 16 and 17 in Part III show public 
expenditures from revenue for all Governments in 1931-32, in millions of 
dollars (Table 16) and percentages (Table 17). There is a slight difierence 
in arrangement between the two sets of tables. The State figures for 
“ Charities, 1 hospitals and corrections ” in Tables 16 and 17 contain all 
the items named. In Tables X and XI above Correction ” (State figures 
only) has been given as a separate item under Primary Functions, and 
State expenditure on hospitals included under ' ‘ Public health ’ ’ . As it has 
not been possible to split up the 1932 figures in the same way. Local figures 
for “ Charities, hospitals and corrections ” in all four tables contain all 
these three items. The following other points should be borne in mind. 
First, State expenditure on public service enterprises in Tables X and XI 
above only represent contributions from general Government ^ funds, 
whereas the corresponding figures in Tables 16 and 17 as well as the Local 
figures throughout represent total expenditure from revenue on public 
service enterprises in 1931-32. Secondly, pensions are not given separately 
in the State and Local statistics. This means that the figure for ‘‘ Pen- 
sions in the totals columns of Tables 16 and 17 refer to National Govern- 
ment expenditure only, and that State and Local expenditures on primary 
functions as given in all four tables are somewhat below the true figures. 
Thirdly, the figures for Federal expenditures in Tables 16 and 17 include 
trust and related accounts totalling $326*5 millions. This is the reason 
for the discrepancy between total Federal expenditures in 1931-32 as 
given in Table 16 and as given in Table 12. The latter total is the one 
which is comparable with that given in Table X for 1937-38. 

The picture presented by the 1932 figures is one of fairly clear-cut 
division between the functions of the National Government and those of 
State and Local Governments. Apart from protection to person and 
property and debt services ^ (neither a very large proportion of either 

^ Mainly poor relief. 

^ i.e. State finances other than those relating to public service enterprises. 

® And pensions. 
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State or Local expenditures), the subordinate political units were con- 
cerned almost wholly with the secondary functions of Government, such 
as social services and development. 

The Federal Government, on the other hand, was mainly concerned 
with the primary functions — general administration, legislation and 
justice ; pensions ; debt services ; defence. Federal expenditure on the 
social services was very small indeed ; of the 33 per cent of Federal 
expenditures devoted to development 4 per cent represented the postal 
deficiency,^ 16 per cent the Reconstruction Finance Corporation ^ and 12 
per cent agriculture,^ i.e. even in 1931-32 the depression had caused an 
abnormal increase in the proportion of Federal expenditures devoted to 
secondary functions, thus foreshadowing the New Deal. 

With the coming of the latter, the picture has changed completely, as 
can be seen by comparing Table XI above with Table 17 in Part III. 
In 1929 primary functions absorbed 87 per cent of Federal expenditures. 
In 1932, at the bottom of the depression and just before the New Deal, 
they absorbed 65 per cent ; and in 1938, 40 per cent. In the*last-named 
year, the proportion of Federal expenditures devoted to the social services 
(40*7 per cent) exceeded that devoted to primary functions, or that 
devoted to the social services by either State or Local Governments in 
1931-32. The relevant proportion of State expenditures was considerably 
higher in 1936-37 (48*2 per cent) than in 1931-32 (37 per cent). Neverthe- 
less, Federal expenditures on the social services in 1937-38 were pro- 
portionately higher than the corresponding State expenditures in 1936-37, 
if grants to subordinate Governments be excluded from both totals. 
In the field of developmental expenditures, the National Government 
figures are proportionately the highest and the Local Government ones 
the lowest, whether or not grants are excluded. This is not very different 
from 1931-32. But it has to be borne in mind that Federal figures in that 
year were already affected considerably by the depression. In 1928-29 
the proportion of Federal expenditures devoted to development was 10 
per cent. If grants are eliminated it is safe to say that the pre-depression 
order was the reverse of that prevailing after the depression — viz. Local 
Governments devoted the highest proportion of their expenditures to 
development and the National Government the lowest. Nevertheless, 
the difference in this field in none of the years concerned was as striking 
as that in the field of social services. 

It should also be borne in mind that the figures are profoundly affected 

^ A regular feature of XJ.S. finance, in striking contrast to otter countries which derive 
a net revenue, sometimes substantial, from their Post Offices. 

^ A depression measure. The year in question was the first in which there was any 
expenditure under this head. 

» Swollen to 3*4 times the 1929 level as a result of the depression. 
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by the way in which National Government expenditure on Recovery 
and Relief” is classified. Much of it would normally be regarded as 
developmental Nevertheless, we have classified the whole of this 
expenditure as social services, because their object is not so much to 
de\^op the country as to combat depression and unemployment. 

Before the depression the National Government was mainly concerned 
with the primary functions of government, and the State and Local 
Governments with the secondary functions. After the depression and 
the New Deal had had their efiect, the National Government still devoted 
a much higher proportion of expenditures to primary functions than did 
the other Governments, but the difference was very much less marked, 
and another difference had appeared. The latter only becomes apparent 
when we analyse into their components the otherwise proportionately 
similar expenditures on the social services. The expenditure of the States 
and Local Authorities on social services is devoted to education (by far 
the most important head), public health (including hospitals and recrea- 
tion) and poor relief. The latter is the least important of these heads in 
the case of Local Government expenditures, but the proportion of State 
expenditures devoted to it rose considerably between 1931-32 and 1936- 
1937.^ The new Federal expenditure on social services is devoted almost 
entirely to social security measures — the recovery and relief programmes 
to combat depression and unemployment — and unemployment, health and 
pension insurance schemes. This brings home once more the essential 
characteristic of the depression and post-depression era in respect of 
Government functions. These functions expanded, and expanded mainly 
in the field of those social services which have not been described. As 
they expanded, a proportionately larger share of such expenditure was 
taken over by the higher layers of Government, and especially by the 
Federal Government. 

The distribution of expenditui;ps as presented in Tables X and XI 
above may be summarised briefly as follows. 

National Government expenditure on primary functions in 1937-38 
was 40*0 per cent of the total. Of this 12-8 per cent was on defence, 12*0 
per cent on debt services (other than debt retirement), 8*6 per cent on 
pensions and 6*6 per cent on legislation, administration and justice 
(including a few small items on protection to person and property, 
education, etc.). Secondary fimctions absorbed 60*0 per cent of National 
Government expenditures. Of this 40*7 per cent was on social services — 

^ State expenditure on “ Charities, hospitals and corrections” combined was 11*0 
per cent of total State expenditures in 1931-32 and 24*9 per cent in 1936-37. Of the 
latter figure, 17*7 per cent of total State expenditures represents charities (poor relief), 
5*3 per cent hospitals and 1*9 per cent corrections. 
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29*3 per cent recovery and relief, 44 per cent expenditure under the Social 
Security Act, 54 per cent old-age reserve account and 1*9 railroad retire- 
ment ; 19*2 per cent was on development — 6*2 per cent agriculture 
(including Department of Agriculture), 4*3 per cent Civilian Conservation 
Corps, 2*2 per cent river and harbour work and flood control, 2*0 per cent 
public highways,^ 1*8 per cent public works, ^ 0*8 per cent public buildings, 
0*6 per cent Post Office,® 0*6 per cent Tennessee Valley Authority, 0*5 per 
cent reclamation projects, and 0*2 per cent other heads. Miscellaneous 
expenditure (District of Columbia, United States share) absorbed 0*1 per 
cent of total Federal expenditures.^ 

In 1936-37 ® primary functions absorbed 12*8 per cent of all State 
expenditures (18*7 per cent of direct expenditure and 0*3 per cent of 
grants).® Of this, 4*4 per cent of the total (6*4 per cent of direct expendi- 
ture) represents general administration, legislation and justice, 3*4 per 
cent (5*2 per cent of direct expenditure) represents debt services, 3*1 per 
cent (4*3 per cent of direct expenditure and 0*3 per cent of grants) repre- 
sents protection to person and property, and 1*9 per cent (2*8 per cent of 
direct expenditure) correction. Secondary functions absorbed 87*2 per 
cent of total, 81*3 per cent of direct and 99*7 per cent of grant expenditures. 
Of this, 48*2, 34*4 and 77*5 per cent respectively went to social services — 
education 24*0 (8*2, 57*4) per cent,^ public health 6*5 (9*5, 0*2) per cent, 
relief 17*7 (16*6, 19*9) per cent ; 15*6 per cent of total State expenditure 
(13*9 per cent of direct expenditure and 19*0 per cent of grants) went to 
development — 13*2 (10*5, 18*9) per cent on highways, 2*3 (3*3, 0*1) per 
cent on development and conservation of natural resources, and 0*1 (0*1, 
0*0) per cent on contributions to public service enterprises.® Outlays ® 
absorbed 20*6 per cent of total and 30*2 per cent of direct expenditure, and 
miscellaneous items 2*8 per cent of total, 2*8 per cent of direct and 3*2 per 
cent of grant expenditures. 

Grants represented 32 per cent of total expenditure, 1 per cent of that 
on primary functions (4 per cent of that on protection to person and 


^ $152 millions. Additional expenditure, amounting to $85 millions, is included 
under ‘‘ Recovery and Relief ”, makmg a total Federal expenditure on highways of 
$237 millions. A large proportion of this consists of grants to States. 

2 Mostly loans and grants to States, municipalities, etc. 

® Mostly postal deficiency. 

^ The larger figures for 1931—32 in Tables 16 and 17 in Part III are duo to the inclusion 
of trust and related accounts. 

® See also Table 5 in Part III. 

® Note, however, that pensions have not been given as a separate item under primary 
functions, but included under the various departments with which they are connected. 

^77 per cent of State expenditure on education consists of grants to minor civil 
divisions such as school districts. 

® But see p. 55 above on the significance of this last figure. 

® See note 5 above. 
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property), and 37 per cent of that on secondary functions. 51 per cent of 
all expenditures on social services (education 77 per cent, public health 
1 per cent, relief 36 per cent) took the form of grants. The figures for 
development are 39 per cent — 46 per cent for highways and 1 per cent 
for development and conservation of natural resources. No grants were 
made for outlays, and grants for general purposes represented 35 per cent 
of miscellaneous expenditure. 

As in the case of revenues, these figures hide substantial differences 
between States, into which we cannot, unfortunately, enter into more detail 
here. An indication of the differences is given by Table 16 in Part III, 
which compares interest payments in 1936-37 with total expenditures of 
all States, individually and by regions. 

Of Local Government expenditures in 1931-32, 25-7 per cent went to 
primary functions — debt services 10*4 per cent, protection to person and 
property 8*1 per cent, and legislation, administration and justice 7*2 per 
cent.^ Secondary functions absorbed 74*3 per cent ; 38-2 per cent repre- 
sents social services — education 27-8 per cent, public health 5*0 per cent, 
and charities (relief ),2 hospitals and corrections 54 per cent; 13*0 per cent 
represents development — public highways ^ 8*5 per cent, public service 
enterprises 4^3 per cent and development and conservation of natural 
resources 0*2 per cent ; 20*9 per cent of total Local Government expendi- 
tures in 1931-32 represents outlays and 2-2 per cent miscellaneous 
items. 

^ As in the case of revenues, there is considerable diversity between 
different types of Local Authorities. This is illustrated to some extent by 
Table IX on p. 48 above, and by Tables 6 and 8 in Part III. To take 
an example, the estimated expenditure of Local Authorities on education,^ 
as given in Table X above, was $1965 millions in 1931-32. The (known) 
total expenditure of school districts ^ under this head was $1243-6 millions, 
or 63 per cent of all Local expenditure on education and 99*5 per cent of 
the total expenditure of school districts. Expenditure on public service 
enterprises, interest and outlays was proportionately higher for cities, 
towns, villages and boroughs than for other Local units. Especially is this 
true of expenditure on public service enterprises — 7-9 per cent as com- 
pared with 0-03 per cent in the case of counties, 0-9 per cent in that of 

^ But see p. 58, note 6 above on pensions. Moreover, expenditure on correction is 
included in “ Charities, hospitals and corrections ” given under Social Services. 

® This item has probably declined in importance since 1931-32, 

® Duplication is unusually large m the case of figures for highways, as these figure are 
an important item among the grants both from the Federal Government to the States 
and from the latter to Local Authorities. 

* Schools and libraries. 

Exclusive of schools under the administration of counties, cities, towns, villages and 
boroughs. 
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otter Local Authorities and 4*3 per cent for all Local Governments together. 
County expenditure on highways (16*7 per cent of total county expendi- 
tures) was nearly twice as high proportionately as that of all Local 
Authorities taken together (estimated at 8-5 per cent). For as we have 
seen, there is a multiplicity of Local Governments and a division of 
function between them in the United States which contrasts with the 
consolidation that has characterised the British system since the Local 
Government Acts of 1888 and 1889. Details of revenues and expenditures 
of cities of 100,000 or more inhabitants in 1936-37 are given in Table 9 of 
Part III. 

Tables 11 and 12 in Part III give total revenues and expenditures of 
all Governments, by regions, for 1931-32 and 1936-37, as well as the 
percentage increases between the two years in question. Local figures for 
the second year are not available, and only rough estimates of the grand 
totals have been given. The figures show throughout a proportionately 
greater increase in revenues than in expenditures,^ largely owing to the 
abnormal deficit position in the depression year 1931-32. In the case of 
State and Local Governments this applies also to the figures given in 
Table V above (cf. the second percentage column). In the case of the 
National Government it seems at first sight to be the other way round. 
The puzzle is solved if we remember that in Table V 1937-38 is compared 
with 1929-30, and in Tables 11 and 12 in Part III 1936-37 is compared 
with 1931-32 — a year in which the Federal Government already had a 
considerable deficit ($2*5 billions). The increase in revenues was most 
marked in the case of the National Government and, among States, in 
that of the North-eastern and Middle States and of California (in ascending 
order). This means that the predominance of the National Government 
and of the regions concerned has been further increased. The matter is less 
simple in the case of expenditures. The National Government leads again, 
and California among State regions, with the Middle States second. But 
the increase in the North-eastern States is the second lowest, the order 
being California, Middle, Pacific North-west, South-west, Mountain and 
Great Plains, North-east and South-east. There was a decline in Local 
Government expenditures. 

IV. The Public Debt 

The composition of and the changes in the public debt of the United 
States in recent years are shown in Tables XII and XIII below and in 
Tables 13 and 21 in Part III. 

^ Local expenditures actually decreased, while the change, probably an increase, m 
revenues was slight. 
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TABLE XII 

The Public Debt of the United States 


( $ millions) 



Debt of the National Government 
on 30th June — 

1932 

1938 

1940 

1. Interest-hearing Debt : 




Bonds ^ . 

14,250 

23,602 

29,920 

Notes ^ . 

1,260 

9,147 

6,383 

Certificates of indebtedness ^ 

2,726 



Treasury bills .... 

616 

1,154 

1,302 

Special issues to Government agencies 




and trust funds 

309 

2,676 2 

4,775 

Total interest-bearing debt 

19,161 

36,579 

42,380 

2. N on-interest-hearmg Debt : 




Matured debt .... 

60 

141 

205 

Other non-interest-bearing debt ® 

266 

447 

386 

Total non-interest-bearing debt . 

326 

588 

591 

Total Gboss Debt 3 . 4 ^ 

19,487 

37,167 

42,971 

Less net balance held by the Treasurer of 




the United States 

261 

1,313 

1,589 

Total Net Debt ^ ... 

■ 

19,226 

35,864 

41,382 


^ Excludes special issues to Government agencies and trust funds. 
^ Bonds §500 2 millions, and notes §2175 5 millions. 

® After deducting gold reserve against United States notes 
* Includes matured debt on wluch interest has ceased. 

Source . — Statistical Abstract of the United States, 1940 


The debt of the National Government reflects very closely in its changes 
the political and economic events of recent decades. The gross debt 
amounted to $1225 millions on 30th June 1916. Three years later the 
war had swollen it to $25,842 millions. Then began a period of steady 
reduction, the lowest level being reached in 1930 with a gross debt, on 
30th June, of $16,185 millions. Then came the depression and the New 
Deal, and with them a new era of deficit-financing. By 1932 the gross debt 
had risen to $19,487 millions. The New Deal came, and by 1934 the 
debt amounted to $27,053 millions. Four years later, by 1938, another 
|10 millions had been added, making a total of $37,167 millions. Since 
then it has risen steadily as a result of rearmament and war. The 
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TABLE XIII 


Debt of All Governments, 1937 


A. Federal, State and Local Debt 





$ millions 



Federal 

State 

Local 

Total 

Funded or fixed debt . 

21,824-4 

3023-1 ^ 

. .2 


Floating or current debt 

14,602-7 " 

252-6 1 



Total Gross Debt 

36,427-1 » 

3275-7 ^ 

. 


Less (i) net balance held by 
the Treasurer of the 





U,S.A. 

1,960-4 

. . 

. . 

* • 

(ii) State sinking fund 





assets 


598*5 ^ 



Total State net debt in respect 





of general Government 


2677-2 


•• 

Plus State debt in respect of 





public service enterprises . 


93-2 



Total Net Debt 

34,466-7 

2770-4 

14,824-1 

52,061*2 

Percentage distribution 

66-2 

5-3 

28-5 

100-0 

B. Debt of Cities of 100,000 or More Inhabitants ® 



Net Debt ® 

Gross Debt 


$ millions 

Per cent 

S millions 

Per cent 

General Government . 

3904 

61-0 

5359 

65-7 

Public service enterprises 

2499 . 

39-0 

2797 

34-3 

Total . 

6403 

100-0 

8156 

100-0 







^ General Government only, excluding public service enterprises. 

® Not available. 

® Ait'‘r (lefliictiiiiJ: gidd re.^erve agaiii'jt U.S. notes. 

« Made up as iollo\\s . Municipal <lebt, $8034 8 millions ; all other local debt, S5889 2 millions ; 
total, ''14,821 0 iiiillions 

® 'Die figures covei the Go\oriiinenr or rhe city corporation proper and independent school districts, 
sanitarv di-tncts and other md^'pendeni districts practically co-extensive with cities ; they also 
mcliido a jierf'eritage of the hnancial '>tati'-tics of the county Governments in which there are cities 
having over 300,000 population. 

* Net debt is fimded or fixed debt less assets in general sinking funds. Note the difference in 
definition as compared with ‘*A” above, 

figures are: 1940, $42,971 millions; 1941, $48,979 millions; 1943 
(Budget estimate), $110,421 millions. 

Side by side with the increase in the amount of debt there have been 
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changes in its composition. In 1932 three-quarters of it consisted of 
funded debt, or bonds. The following years, the first of the New Deal, saw 
an enormous increase in the floating debt, especially of notes (which 
increased from $1260 millions on 30th June 1932 to $11,381 millions on 
30th June 1936). The first '' pump-priming ’’ deficits were financed very 
largely from this source. By 1935 the floating debt represented half the 
total gross debt. Then the tide began to turn. The floating debt was 
reduced (notes alone fell to $6203 millions on 31st December 1939), and 
bonds rose from $14,936 millions on 30th June 1935 to $23,602 millions in 
1938 and $29,920 millions in 1940. All the above figures for bonds and 
notes exclude special issues to Government agencies and trust funds. The 
special issues were fairly stable and not large in amount until 31st December 
1936, when they amounted to $632 millions. But after that date they 
increased quickly — to $1558 millions on 30th June 1937, $2676 millions 
in 1938 and $4775 millions in 1940. On 30th June 1938 they consisted of 
$500*2 millions of bonds and $2175*5 millions of notes. The increase in 
this item thus offset to some extent the decline in the market issues of 
notes and Treasury bills. Nevertheless, it remains true to say that whereas 
in the early years of the New Deal the increase in the public debt was 
largely an increase in the floating debt, in the later years it was mainly an 
increase in the funded debt. 

We have seen how, in the past decade. Federal revenues and expendi- 
tures gradually overtook State and Local ones. This is true even more 
of public debt. During the decade preceding the depression, while the 
Federal debt was being reduced, State and Local debts both approximately 
doubled. In 1922 Federal net debt was nearly three-quarters of total 
governmental net debt. In 1932, when Federal debt, after reaching its 
lowest point in 1930, was already on the increase, the proportion had 
fallen to about one-half. In 1937, as Table XIII shows, it was again 66*2 
per cent. State debt had risen comparatively little in the five-year 
interval, and Local debt had fallen more. Since then the preponderance 
of Federal debt has been increasing steadily, and the war promises to make 
it eclipse State and Local debt altogether. 

Since the increase in the debt of the United States has been very 
largely due to deficit-financing caused by war, depression and “ pump- 
priming ”, most of it is dead-weight ” debt. This contrasts with other 
Federations studied in this Enquiry such as South Africa and, especially, 
India. In these countries a much greater proportion of the public debt, 
especially of that of the Central Governments, is directly productive in 
the sense of producing its own interest. Of course, it may be said that the 
productivity of the debt incurred by the Roosevelt administration before 
the war is to be sought in the recovery it was intended to promote rather 
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than in intexest received by the Government from investments. Never- 
theless there can be no doubt that this debt will continue to be a much 
heavier charge on the taxpayer for decades to come than, say, is the case 
in India or in South Africa. The contrast is less in the case of Local 
Government debt. But even in the case of cities of 100,000 or more 
inhabitants debt of public service enterprises constituted, in 1937, only 
34-3 per cent of the gross debt and 39*0 per cent of the net debt.^ 

Summary figures for debt, like those for revenues and expenditures, 
hide the great difEerences between difierent units of Government. There 
are differences both in indebtedness and in credit standing. In this 
connexion it will be remembered that some of the States, such as 
Mississippi, Florida and Alabama, have repudiated or defaulted on their 
debts in the past. Table 15 in Part III compares interest charges and total 
expenditures of State Governments in 1936-37, individually and by 
regions. Two features are especially striking. First, the regions whose 
debt charges are proportionately above the average are the South- 
east (very marked), the North-east and (to a lesser extent) California. 
Secondly, the differences between individual States, even within the 
same region, are far greater than those between regions. The average 
expenditure devoted to debt charges for all States and regions is 3*6 per 
cent of total expenditures. The lowest for any region is 0*9 per cent 
(South-west), and the highest 6*1 per cent (South-east). The lowest 
for any State is 0*0 per cent (Florida) and the highest 18*8 per cent 
(Arkansas), both in the same region (South-east). Even New York (5*4 
per cent) and New Jersey (7-1 per cent), though above the average, are 
far below Arkansas (18*8 per cent), South Dakota (10*6 per cent) and 
Tennessee (10*2 per cent), while Pennsylvania (2*0 per cent) is definitely 
below the average. 

Indirect Debt 

In addition to the direct public debt of the Federal Government, the 
last decade has seen a new development, the guaranteed security. Many 
of the Federal corporations created since 1932 have been financed by the 
issue of their own securities, guaranteed by the Government and con- 
stituting contingent liabilities of the United States. The process began 
with the creation of the Reconstruction Finance Corporation in 1932. 
As a result of the New Deal it grew enormously between 1934 and 1941 
(see Table XIV). On 30th June of the latter year, the outstanding 

^ Net debt is here defined as funded or fiixed debt less sinking fund assets. In the 
figures quoted above it means total gross debt less net balance held by the Treasurer of the 
U.S.A. in the case of Federal debt, and gross debt less sinking fund assets in the cases of 
State and Local debts. 
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guaranteed liabilities of the United States totalled $6362 millions. But 
in October of the same year the Treasury announced that no more guar- 
anteed securities would be issued, that those then outstanding would be 
converted into direct obligations of the United States, and that the 
Federal corporations would in future be financed directly by the Treasury. 
This chapter in the history of the United States debt may therefore be 
considered closed.^ 


TABLE XIV 

Contingent Liabilities of the United States, 1934-41 ^ 
($ Minions) 


30th 

J line 

Home 

Owners’ 

Loan 

Corporation 

Federal 

Farm 

Mortgage 

Corporation 

Recon- 

struction 

Finance 

Corporation 

Commodity 

Credit 

Corporation 

United 

States 

Housing 

Authority 

Federal 

Housing 

Adminis- 

tration 

Total 

1934 

747 

313 

236 


.. 


1296 

1935 

2767 

1233 

251 

, , 

. . 

. , 

4251 

1936 

3071 

1431 

253 

, . 


, , 

4755 

1937 

3007 

1431 

257 

. . 

. . 

. 

4695 

1938 

2969 

1419 

299 

206 


1 

4894 

1939 

2935 

1388 

822 

206 

115 

3 

5469 

1940 

2635 

1269 

1097 

407 

114 

8 

5530 

1941 

2410 

1271 

1 

1742 

696 

226 

17 

6362 


^ The figures include interest, but do not include various guaranteed obligations {e,g. obligations 
of the Tennessee Valley Authority) purchased by the Treasury and reflected in the direct public debt. 
^ Less than $500,000. 

Souree — H. Walter Hargreaves, “ The Guaranteed Security in Federal Finance Journal of 
PolUical Economy^ Aug 1942, p. 569 (Mr Hargi eaves’ figures are based on the United States Treasury’s 
Statements of the Public Debt ) 


V. Conclusion 

It is difficult to sum up briefly the main results of this study of American 
finance. The first outstanding feature is the great increase in public 
expenditures which was marked even before the war. Higher standards 
for old services and large-scale expenditures on new activities are notice- 
able in all layers of Government, but especially in the Federal layer in 
recent years. Secondly, the great depression of 1929-33 was accompanied 
by large expenditure on relief which has made the New Deal a landmark 
in American public finance. Deficit budgeting became the order of the 
day. Eecovery, as bitter experience has taught, depends on increasing 
purchasing power, and the merit of deficit budgeting as a remedy for 
depression depended on whether Government borrowing increases pur- 
chasing power and whether this increase leads to greater spending. These 


^ Of. H. Walter Hargreaves, “ The Guaranteed Security in Federal Finance Journal 
of Political Economy f Aug. 1942. 


f 
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two features of American public finance have resulted in a change in 
tax structures. There is considerable competition for revenues among 
competing authorities, mainly between Federal and State and between 
State and Local Authorities. The multiphcity of taxing authorities is 
noteworthy. They number about 175,000 and some authorities are very 
small, leading to the levying of unequal taxes and also to high costs of 
collection. The number of taxes is also large. What constitutes a separate 
tax depends on difference in base and rate. It would not be wrong to 
state that the Federal tax system runs to over 100 taxes, and in New 
York State there are also 38 State taxes and seven Local taxes, or a total 
of 145 in all.^ Ten of these taxes produce over nine-tenths of the total 
revenue. The three main taxes are the property tax, the personal and 
corporation income taxes, and the comparatively recent pay-roll tax. 
In the last century the three taxes which dominated all others were customs 
duties, a federal source of revenue, the property tax and the poll tax a 
so-called democratic tax which, like a club subscription, was the same 
for everyone contributing to the support of Government. Customs 
duties were a Federal source of revenue whereas property taxes were for 
State and Local purposes. The Federal Government under the Constitu- 
tion could levy a property tax only in proportion to the population of the 
various States, since it has always been regarded as a direct tax. It was 
levied only on rare occasions by the Federal Government, and then, too, 
only with indifferent success. In the present century the property tax 
has become in the main a local tax. In 1900 more than half of the State 
revenues came from the property tax, but to-day only one-twentieth does. 
In place of this, in order of time, the following taxes have taken their 
place in State taxation : the motor vehicle licence tax, the stock transfer 
tax, the personal income tax (a quarter of the States of the Union levy 
no personal incbme““tax), the gasoline tax, the general sales tax, the pay- 
roll tax and the excess profits tax. Local Authorities are dependent on 
property taxation and their powers are delegated to them by the States. 
They are handicapped in three ways ; by imposition of tax limits and the 
extension of tax exemptions on the part of the States, and by the fact 
that, being small authorities, they are limited from taxing income or 
corporations. This third is perhaps the greatest of the restrictions.^ On 
the whole, however, the limitations of Local Authorities in the field of 
taxation are economic, due to the restricted area of the authority and the 
impossibility of taxing, for example, corporations doiag business elsewhere 
in the State. Local tax powers are delegated powers, and in recent years 
State Governments have been turning over to Local 6overnments*.4he 

^ Of. Mabel Newcomer, Taxation and Fiscal Policy^ Columbia University Press, New 
York, 1940, p. 17. 2 Qp, dL, p. 48. 
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property tax as an exclusively local tax. State taxes are normally added 
to Local taxes and collected by Local officials. With the improvement 
in communication the number of businesses doing interstate business 
is increasing, and this makes the jurisdiction of State Governments in 
taxation more difficult, the advantage in tax administration being with 
the wide jurisdiction. ^Overlapping taxes are numerous, e.g, income taxes, 
corporation taxes and the taxation of hquor, tobacco and gasoline, and 
the cost of collection of separate levies is greater than for a single levy. 
Sometimes one layer of Government takes little or no account of the 
taxation imposed by another layer, so that the double burden becomes 
especially heavy. It is here that systematic integration of taxes is desir- 
able, and, as shown in Part II, conflicts arise and the obstacles to be over- 
come are not at all simple. The Federal Government depends mainlyjm 
the taxation of personal income^Tid corporations7pay-roll taxes, 'customs 
and -the taxation of drink and tobacco. Thus, in 1940 Federal taxes 
amounted to $5698 millions, of which net income taxes were personal 
income taxes $982 millions and corporation taxes $112 millions, pay-roll 
taxes $838 millions, tobacco $609 millions, alcohol $624 millions, customs 
$350 millions and estate duties $331 millions. Pay-roll taxes were 
introduced by the 1935 Social Security Act and are earmarked for old-age 
benefits and unemployment compensation. The Federal old-age benefit 
is 2 per cent of the pay-roll (1 per cent from the employer and 1 per cent 
from the wage-earner). The unemployment benefit tax is a combined 
Federal and State levy of 3 per cent on the pay-roll. In some States it is 
higher. The productivity of the tax is very great, but the increase in 
old-age benefits without increasing the rate of contribution has been such 
that the reserve will not increase to the extent hitherto regarded as 
certain. 

It is of interest to compare the changes in tax collections in recent 
years, expressed as percentages of the whole, exclusive of pay-roll taxes. 
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If State and Local taxes as well as Federal taxes are included, taxation is 
now (1943) of the order of one-third of the national income excluding 
social security charges, as compared with 12 per cent at the end of the 
war of 1914-18 and 20 per cent in the late 1930s. 

Another characteristic of American finance is its resiliency to the 
exceptional conditions of war. A few statistics in this connexion bring 
this out clearly. In 1940-41 total Federal expenditure was $12-7 billions, 
of which $6*3 was on national defence ; in 1941-42 this increased to $30*6 
and $24 billions respectively ; in 1942-43 to $82 and $77 billions respect- 
ively, a remarkable increase especially since Pearl Harbour, 7th December 
1941. In the year ending 30th June 1944 the Budget for war alone is 
anticipated to exceed $100 billions (£25,000 millions), which, according to 
the President, is a maximum programme for waging war. In the last war, 
even in the peak year 1918-19, war costs were only one-sixth of the national 
income, but in 1941-42 they were not far short of one-half and in 1942-43 
about two-thirds, and in the current year it is of the order of three-fourths. 
Such prodigious expenditures meant a great leap-up in production. The 
index of production of the Federal Eeserve Board was 77 per cent above 
the level of September 1939, and the index of munitions production 
published by the War Production Board was 382 in October 1942 (Novem- 
ber 1941=100). Durable goods production was up, as compared with 
September 1939, 150 per cent. Agricultural production reached in 1942 
a new high level, $15*6 billions, or one billion dollars above that of the 
previous record year, 1919. In the field of taxation there have also been 
surprises. In 1940-41 Federal taxation was $8*3 billions, or excluding 
the pay-roll tax $7’6 billions ; in 1941-42 $12*8 billions, and excluding 
the pay-roll tax |11*9 billions ; in 1942-43 $17*8 and $16*5 billions re- 
spectively ; and in the current year (1943-44) taxation wall be seven 
times the level of 1939-40 taxation, the taxation revenue being estimated 
at $36 billions. New taxation was $7 billions in 1942-43 and $16 billions 
in 1943-44. But this is not the whole story. Although these large sums 
are being raised by taxation, there are large war expenditures financed by 
loans. The gross debt on 30th J une was, in bilhons of dollars, as follows : 
1919, 25 ; 1930, 16 (the lowest since the 1914-18 war) ; 1936, 29 ; 1936, 34 ; 
1937, 36 ; 1938, 37 ; 1939, 40 ; 1940, 43 ; 1941, 49 ; and 1942, 71. In 
his message to Congress on 11th January 1943 the President stated that 
the Public Debt will total $135 billions in the year ended 30th June 1943, 
and by June 1944, $210 billions under existing revenue legislation. 
These are astronomical figures and reflect national effort of a magnitude 
without precedent in world history. Nevertheless, in spite of the con- 
centration of the war, there will be as the President stated, “ sufficient 
volume in our bill of fare, but less variety. That may hurt our taste but 
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not our health.” Although borrowing has great psychological advantages 
over taxation because it seems to postpone the final reckoning of sacrifices, 
raises funds more quickly than taxes and makes available to Government 
large amounts of funds borrowed directly from the banks, yet, to avoid 
the inflationary and other abuses of borrowing, taxation has to be kept at 
the highest possible level. In this respect there has been a great advance 
in the financing of the present war as compared with that of the last world 
war. The taxes to loans ratio in 1942-43 was less than one-third as com- 
pared with one-half in Great Britain and over one-half in Canada. In the 
last war the United States and Great Britain met only 25 per cent of total 
central expenditures by taxation, France 13 per cent and Germany 10 
per cent. One great difierence, however, between the war burden on the 
United States and on Great Britain is that the United States has been able 
to expand output greatly without curtailing consumption below the pre- 
war level and without cutting the pre-war additions to capital by more 
than one-half. In Great Britain it was not possible to extend output in 
anything like to the same degree for several reasons, such as the smaller 
volume of unemployment, the higher proportion of man-power in the 
fighting services, the blockade and the air-raids. Consequently in Great 
Britain consumption had to be curtailed to a greater degree, and in place 
of a cut in the pre-war rate of investment a heavy inroad on accumulated 
capital had to take place. In this respect the United States has indeed 
been fortunate in being able to expand her war effort with so little effect 
on her future store of capital or on her present standard of living. 
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THE PUBLIC FINANCE AND NATIONAL ECONOMY OP CANADA ^ 

I. Canada’s Normal National Economy 

To understand Canada’s financial problems we have to look to the salient 
features of the Canadian national economy during the three-quarters of a 
century that have elapsed between the passing of the British North 
America Act, 1867, and the present war. The most striking fact is that 
the Canadian national economy before the war was a highly vuhierable 
one. Canada, the oldest Federation of the British Commonwealth, is 
linked up in economic solidarity with the outside world, especially with 
Great Britain and the United States. In international trade she plays an 
extremely important part. With a population of only over 11 millions 
she was sixth among the countries of chief importance in foreign trade ; 
first in the tourist trade ; fourth in the volume of shipping leaving a 
country’s ports ; and fourth in railway mileage. In 1929 her national 
income per head was greater than that of any other country except the 
United States, while in 1937 owing to drought Canada was sixth or seventh. 
She exported wheat and other agricultural products, many forest products 
and minerals such as gold, silver, copper, nickel, lead and zinc. Indeed 
her surplus was very great. She produced five times more wheat than she 
consumed, ten times more newsprint and twenty times more non-ferrous 
metals. Her surplus of wheat was 40 per cent of the world’s exports of 
wheat, and her surplus of non-ferrous metals is also 40 per cent of the 
world’s exports. Her export of newsprint was two-thirds of the world’s 
exports. Canada, therefore, was a marginal source of supply for many 
commodities, her own production being great and her consumption small. 
The result was that any reduction in the world demand profomidly 
affected the prices which she got and also her ability to pay interest on 
the large amount of capital invested. This is all to the good on a rising 
market because she controlled the marginal supply, but on a falling market 
it was quite the reverse. Her imports included such essential raw materials 
as coal, oil, rubber, tin, manufactured iron and steel, chemicals and 

^ I am indebted to the Report of the Royal Commission on Dominion-Brovincial 
Relations — the Rowell-Sirois Report (Ottawa Government Printer, 1940) — and to the 
Dominion Statistician who has supplied the latest available data. With the exception of 
Table II on p. 77, the tables in this chapter are based mainly on the data of Canadian 
public finance made by the Royal Commission and do not correspond with the Public 
Accounts of the Dominion and the Provinces. 
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textiles. Indeed Canada was one of the largest importers of coal, oil and 
steel products just as she was one of the largest exporters of wheat, news- 
print and non-ferrous metals. Just before the present war Canada’s trade 
with the United Kingdom was 30 per cent of her total trade, whereas the 
United Kingdom’s trade with Canada was only 5 per cent of her total 
trade. Canada’s trade with the United States was 50 per cent of Canada’s 
total trade, while the United States’ trade with Canada was only 15 per 
cent of the^total United States’ trade. It will be seen, therefore, that 
Canada’s position in her financial relations with the outside world in 
ordinary times was vulnerable ; she was not and could not always be in a 
strong position when it came to bargaining. Fluctuations in gross income 
and in net income were large at both extremes of the trade cycle. The 
financial relations of the Donainion, Provinces and Local Authorities were 
also subject to variations. Moreover, the Canadian national economy is 
made up of a number of very different areas, such as the Maritimes, 
Quebec, Ontario, the Prairies and British Columbia, and in many instances 
economic interests do not coincide with regional boundaries. There are 
sections of Quebec which are more closely allied to the Saskatchewan than 
to the neighbouring regional economies. In the Prairie Province of Mani- 
toba there are areas evolving an economy of the OntaHo type. In short, 
the Canadian national economy in ordinary times is made up of a number of 
very different areas, and the income of those areas varies enormously from 
year to year and from area to area. This is of particular importance in 
public finance. Take, for example, that important sector of Canadian 
economy, the wheat industry. Here we have large areas dependent on 
the profitable production of a single product ; and where distress is due, 
as in the great depression, to a catastrophic fall in the price of wheat and 
to inflated costs and similar factors, such as a series of crop failures, then 
large-scale intervention is necessary to prevent a complete collapse of the 
industry. In such cases the cost was beyond the taxable capacity of 
Provincial and Municipal Governinents. The Dominion, therefore, apart 
from the Provincial Governments had to assist with emergency grants. 

A large part of the surplus of the national economy is concentrated in a 
few specially favoured areas. Provincial Governments with their important 
functions conferred by the British North America Act have large powers 
such as the control of the public domain, responsibility for roads and other 
public works, the major social services and direct taxation. In recent 
years there have been profound changes in social policy which are likely 
to be permanent. When it is remembered that the total income of the 
Prairies fell almost by one-half and income from agriculture by almost 
four-fifths taking the average of the years 1930 to 1937 as compared with 
the average of the years 1926 to 1929, it will be seen how important the 
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problem of the employable unemployed became. During the great 
depression of 1929-32 there were parts of the Prairie Provinces that 
threatened to become depressed areas. Widespread drought, recurring 
from time to time, also made widespread relief necessary both for families 
and for stock. The disparities in the impact of the depression ranged in a 
loss of income varying from 72 per cent in Saskatchewan to 36 per cent in 
Nova Scotia. The Prairie Provinces suffered most as they were dependent 
almost entirely on the export of wheat. The catastrophic changes 
brought about by the depression of 1929-36 have put enormous strains 
on the economy, on the constitutional division of powers and the economic 
policies of the Dominion Government. The manner in which the fall of 
income was distributed over the various Provinces was of much signifi- 
cance in the Federation. 

Two other factors must be mentioned. The Dominion Government, 
which invested |3000 millions in railways together with an investment of 
considerably over |1000 millions in a privately owned railway, on the 
assumption that railways would have a monopoly of land transportation, 
had now to face serious competition from rival railways in some areas and 
from the newer method of road transportation falling exclusively or nearly 
exclusively within the jurisdiction of the Provinces. This made for rigidity 
in debt structures which becomes very serious in times of strain, as interest 
has to be paid. There is not only competition between the two railway 
systems themselves but also competition between railways and roads. The 
Provinces are developing means of transportation which may ultimately 
destroy the solvency of the railways, and there is the likelihood of over- 
investment in roads as in the past there was over-investment in railways, 
with the result that there may be even a still heavier burden upon the 
Canadian economy. There is also the question of tariffs which brought a 
relative increase in costs and worsened the conditions under which the 
exporting industries were operating at a time when the prices for wheat 
and other primary products were drasfically falling. The result was that 
the standard was reduced and the defaulting of debt became more general. 

To sum up : Canada’s pre-war economy, depending as it did on a few 
specialised exports, was vulnerable. The large changes in income and the 
rigidities of the cost structure as a whole were obvious. The increased 
costs were brought about for national and political reasons, and further 
increased the vulnerability of the economy. There have been widespread 
disparities between the various regions which have been more or less 
constant ; in times of depression, however, these have been greatly 
intensified as between certain regions. This made it impossible for some 
Provincial Governments to weather the storm, and so gave rise to problems 
of Provincial and Local finance. On the one hand there have been elements 
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making for national integration ; on the other hand elements making for 
disintegration. The implications of the economic and social changes 
which have occurred in Canada in recent years have been of far-reaching 
importance in public finance. The Dominion Government has found it 
necessary to accept responsibilities of a character not foreseen at the time 
of Confederation. Several Provincial Governments have found them- 
selves with resources insufficient to discharge their constitutional responsi- 
bilities, including the payment of fixed charges on their outstanding debt 
and including the cost of unemployment and other social services. Local 
Authorities have been confronted with the same problems and they have 
been compelled to make heavy levies on real estate and to impose other 
taxes which have not always been realised. The relations between 
Provinces and Local Authorities are an essential problem of Provincial 
finance. New constitutional responsibilities have to be undertaken, new 
revenue sources tapped or governmental burdens reduced, increased or 
adjusted to meet changes in circumstances. 

11. The British North America Act 

Before we proceed to analyse the distribution of the revenues under 
the Canadian system it is necessary very briefly to refer to the British 
North America Act, 1867, sections 91 and 92. The Statute of West- 
minster, 1931, section 7 (1), it will be remembered, does not apply to 
the repeal, amendment or alteration of the British North America Acts, 
1867 to 1930, or any order, rule or regulation made thereunder A 
minute examination of the British North America Act so far as it related 
to Federal finance is beyond the scope of this Enquiry : it would involve 
an excursion into Dominion constitutional law and numerous Privy 
Council decisions. Under section 91 the Dominion has power to make 
laws for the peace, order and good government of Canada, in relation to 
all matters not coming within the classes of subjects by this Act assigned 
exclusively to the legislatures of the Provinces By this clause the 
residue of powers not expressly given to the Provinces is reserved to the 
Dominion. The Dominion is also given unlimited powers of taxation (the 
raising of money by any mode or system of taxation). Section 92 (2) 
gives the Provinces power to levy direct taxation within the Province 
Section 92 (9) is not clear, as it is not certain whether indirect as well 
as direct taxation is authorised by the words '' shop, saloon, tavern, 
auctioneer and other licences/’. Can, too, licences be made to cover any 
kind of business activity or does it apply to a limited genus of which 
those specifically mentioned are examples ? This is not really important, 
because the chief source of Provincial revenues is direct taxation under 
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section 92 (2). The Privy Council has put a restrictive interpretation on 
section 91, viz. that the Dominion has power to make laws “ for the peace, 
order and good government of Canada ” only in temporary and overwhelm- 
ing emergencies such as war, pestilence or famine. A deep-rooted social 
malaise, such as unemployment, is beyond the power of the Dominion 
unless it is comprised in the enumerated heads of section 91. This means 
that most of present-day legislation on the social services (which was never 
contemplated or expressly provided for by the North America Act, 1867) 
must be enacted by the Provinces. “ There is much truth ”, says the 
Eoyal Commission on Dominion-Provincial Relations,^ as well as some 
exaggeration, in the contention that the ‘ Property and Civil Eights in 
the Provinces ’ clause ^ has become the real residuary clause of the Constitu- 
tion.” The Privy Council’s decisions of 1937 on a number of Dominion 
measures, known as the Bennett ''New Deal”, again emphasised the wide 
/tango of Provincial powers in social security legislation. It was held that 
the Acts of the Canadian Parliament dealing with the weekly day of rest 
in industrial undertakings, with minimum wages and with the limitation 
of hours of work went beyond the Dominion Parliament’s powers as they 
afiected " Property and Civil Rights in the Provinces ” under section 92 (13). 
For the same reason the Employment and Social Insurance Act providing 
for a national system of unemployment insurance in specified industries 
and financed by compulsory contributions from employers and employees 
and by contributions from the Federal Government was also held to be 
unconstitutional. Uniformity of standards in many kinds of social security 
and labour legislation is desirable, but the Dominion Government must 
leave this to the Provinces, and the Provinces were limited by the financial 
provisions in section 92 of the British North America Act. For a quarter 
of a century the Dominion had overcome the difficulty by giving conditional 
grants to the Provinces, but administrative co-operation had not resulted 
in efficient co-operation. The Privy Council also declared the Natural 
Products Marketing Act invalid. This Act provided for the marketing 
and distribution of products by a Dominion Marketing Board. The Privy 
Council held that the Federal power to regulate trade and commerce under 
section 91 (2) did not extend to the regulation of trading transactions 
completed within a single Province. The Dominion’s power was confined 
to interprovincial and international aspects of trade. The decision of the 
Privy Council brought home again the fact that the power to regulate the 
economic life of Canada is divided between the Dominion and the Pro- 
/vinces, and neither the Dominion nor the Provinces can encroach upon 
I the sphere of the other. At the same time the Dominion has extensive 
powers of economic regulation enumerated under section 91. It can 
^ Book I, The Constitution Today, chap, ix, p. 247. 2 Section 92 (13). 
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control companies with Dominion charters ; the grain trade by declaring 
local works to be for the general advantage of Canada under section 92 
(10c) ; banks, monetary matters, transportation, shipping, etc. (under the 
enumerated heads of section 91) ; and it can prohibit economic or 
industrial practices, e.g, certain kinds of trade combination, under the 
criminal law as a pretence or pretext to encroach upon Provincial powers. 
As the Constitution is now, it is doubtful whether or not delegation of 
legislative power is constitutionally possible. The delegation of power by 
a Province to the Dominion and vice versa would be a device for over- 
coming in practice the difficulties arising in regard to economic activities 
from the division of legislative power between the Dominion and Provinces 
of the Federation. It has recently been declared by the Supreme Court of 
Canada that Parliament or a Provincial legislature may authorise ‘‘ delega- 
tion in depth ” to the limits of their respective powers so long as Parliament 
or the legislature retains (as it must, premising its continued existence) 
the ability to withdraw the delegated authority.^ Close and continuous 
co-operation is taking place and is in contrast with the original conception 
of federalism in which there was a clear-cut division of powers. It is doubt- 
ful, as already noted, whether such co-operation is sound from the view- 
point either of administration or of public finance. The history of the 
administration of conditional grants reinforces this. The constant danger 
of Dominion-Provincial friction afliects spheres of j oint administration. The 
Koyal Commission on Dominion-Provincial Relations was of opinion that 
Where legislative power over a particular subject matter is divided, it is 
ordinarily desirable that these powers should be pooled under the control 
of a single government in order to secure unified efiort in adminis- 
tration,”.^ 


III. Government Revenues before the War 

The summary tables below are •intended to bring out the essential 
features of the revenue system, the public expenditures and public debt of 
Canada in the pre-rearmament year 1937. Data for war years have also 
been compiled, as has been done for the crisis years during the depression 
1929-36 in order to study crisis finance in its various aspects. Further 
details are given in the general tables in Part III of the Enquiry. 

The most arresting fact underlying all these tables is the greatly 
increased cost of government in Canada in recent years. Governments, 
Dominion, Provincial, and Municipal or Local, have been extending their 
services in all directions. This is clearly seen in the very rapid growth 

^ Vide Supreme Court of Canada in “Reference re Regulations (Chemicals) under 
War Measures Act ’’ (Canadian Bar Review, Toronto, Feb. 1943). 

^ Report, Book I, p. 259. 
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ill expenditures connected with social security and with development. 
With the growth in expenditures there has been increasing competition 
for revenues on the part of the various layers of Government. The 
following table shows this growth at a glance : 

TABLE I 


Government Expenditures and Revenues in Canada ^ 
(Fiscal year nearest to calendar year) 


A. Expenditures 




$ millions 


Percentage 

Increase, 

1940 over — 

1913 

1921 

1926 

1930 

1937 

1940 

1913 

1937 

Dominion . 
Provincial . 
Municipal . 

Total 

131 

49 

100 

381 

91 

206 

314 

127 

240 

419 

188 

285 

514 

261 

282 

1278 

276 

279 

875 

463 

179 

149 

6 

-1 

280 

678 

681 

892 

1057 

1833 

554 

73 

The relatively large increase in Dominion expenditure as compared with those 
of Provincial and Local expenditures is striking. To meet these expenditures 
the following revenues were necessary : 

B. Revenues 


$ millions 

Percentage 

Increase, 

1940 over — 

1913 

1921 

1926 

1930 

1937 

1940 

1913 

1937 

Dominion . 
Provincial , 
Municipal . 

Total 

148 

46 

110 

360 

91 

230 

391 

136 

271 

345 
178 
" 317 

500 

247 

309 

763 

286 

313 

416 

522 

185 

53 

16 

1 

304 

681 

798 

840 

1056 

1362 

348 

29 


figures in this table are gross expenditures and revenues and do not therefore agree with 
the figures m the following tables, where net figures are given and double counting has been eliminated. 
The figwes for 1940 are taken from Crnipamirn Statistics of Public Finance, 1986-1940, compiled 
for the, Dominion-Provincial Conference of Jan. 1941, on the same basis as those of the Rowell-Sirois 
Report. 

The table also brings out the effect of the war in further increasing the 
preponderance of the Dominion and in creating a substantial Dominion 
deficit. This is further illustrated by Table II in which Government 
revenues and expenditures are compared with the national income. It 
also shows the growing importance of defence expenditures. 
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Government Revenues and Expenditures expressed in Terms of the 
National Income ^ 



1937-38 

1940-41 

1941-42 

National Income ^ {$ millions) 

4404 

5345 

6500 

Revenues : 

(a) $ millions : 




Dominion .... 

517 

872 

1488 

Provincial .... 

288 

305 

305 3 

Municipal .... 

309 

314 

313 

Total .... 

1114 

1491 

2106 

(h) Per cent of tlie national income : 




Dominion .... 

12 

16 

22 

Provincial .... 

6 

6 

5 

Municipal .... 

7 

6 

5 

Total .... 

25 

28 

32 

Expenditures : 

(a) $ millions : 




Dominion .... 

535 

1250 

1885 

Provincial .... 

274 

273 

274 3 

Municipal . ‘ . 

311 

314 

309 

Total .... 

1120 

1837 

2468 

(6) Per cent of the national income : 




Dominion . . . . i 

12 

i 23 

29 

Provincial .... 

6 

1 5 

4 

Municipal .... 

7 

! ^ 

5 

Total .... 

25 

34 

38 

Defence or War Expenditure : ^ 




$ millions ..... 

33 

778 

1,382 

Per cent of the national income . 

1 

15 

21 

Per cent of Dominion expenditure . : 

6 

62 

73 

Per cent of total expenditures . 

3 

42 

56 

Population (thousands) 

11,120 

11,385 

11,420 

Per capita ( S) : 




National income . . , . 

396 

470 

569 

Revenues ..... 

100 

131 

184 

Expenditures .... 

101 

161 

217 

Defence or war expenditure 

3 

68 

122 


^ This table is based on figures supplied by the Dominion Statistician. They correspond to the 
public accounts, and not to those of the Rowell-Sirois Report. 

* Tentative figures for the calendar years 1937, 1940 and 1941. 

® Estimated, * See also Table 11, Tart III. 
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Table III gives the main heads of revenue in millions of dollars unde 
four main groups — Group I, Progressive Taxes ; Group II, Taxes o 
Property ; Group III, Mainly Taxes on Business ; Group IV, Main! 


TABLE III 

The Revenue System of Canada, All Govebnments, 1937 
( I millions) 



Dominion 

Provincial 

Municipal 

Total 

Group I. Progressive Taxes : 





Personal income taxes . 

51 

12 

2 

65 

Succession duties 


36 


36 

Total, Group I . . . 1 

51 

48 

2 

101 

Group II. Taxes on Property : 





Property taxes on real estate . 

. . 

3 

144 

147 

Property taxes on buildings 


3 

112 

115 

Business property taxes . . : 


. . 

14 

14 

Public domain .... 

2 

21 


23 

Total, Group II . 

2 

27 

270 

299 

Group III. Mainly Taxes on Business : 





Corporation taxes 

72 

34 

. . 

106 

Company fees, licences, etc. 

2 

8 

10 

20 

Total, Group III . 

74 

42 

10 

126 

Group IV. Mainly Consumption Taxes : 





Customs (including $7 millions on liquor) 

112 


. . 

112 

Excise (including $20 millions on liquor) 

52 


. . 

52 

Other Similar Taxes and Licences : 

Manufacturer’s taxes 
^ Sales taxes .... 

IV ! 



17 

138 

2 ^ 

4 

144 

Gasoline tax .... 

. . 

39 


39 

Liquor control (other than customs and 





excise) ..... 

. . 

30 

. . 

30 

Automobile licences 

1 

26 

, , 

26 

Amusements 


3 

. . 

3 

Sub-total, Other Taxes and Licences 

155 

100 

4 

259~ 

Surplus Utility Earnings . 

7 

1 

6 

14 

Miscellaneous (taxes and receipts) 

12 

5 

17 


Total, Group IV . 

338 

106, 

27 

471 

Dominion subsidies to Provinces ^ 

. . 

21 


21 

Grand Total .... 

465 

244 

309 

1018 

Less duplications (mainly subsidies) 

22 



22 

Net Total ..... 

443 

244 

309 

996 


^ Including duplication amounting to $1*5 millions. 

® Provincial subsidies to municipalities have been deducted from off-setting expenditures in the 
Eeport of the Royal Commission. 
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Consumption Taxes. The shares of Dominion, Provincial and Municipal 
Governments are shown. The classification is, as explained in Chapter II, 
not an ideal one but the best possible to bring out the characteristics of a 
Federal system of taxation. No clear line of demarcation is possible in 
every instance. ^Thus the taxation of foreign dividends m recent years 
may be classified as a tax on income or as a tax on corporations. Although 
Domimon loans are exempt under the Act, Provincial Government loans 
are not, and if the tax on foreign dividends were placed in Group ITT 
under business taxes this fact would have to be remembered. Again, 
taxes classified as progressive are not always completely progressive in all 
incomes. Very high rates are levied on large incomes and on large estates, 
and less is taken from medium incomes and medium estates. Canadian 
taxation is progressive as between medium and large incomes, but, at any 
rate in 1937, regressive as between small and medium incomes^ 

As in the previous chapter it is convenient to express the data in 
the above tables in the form of percentage showing the percentage 
share of each Government in each tax and also the percentage which 
each tax bears to the revenue of each Government. This is given in 
Table IV. 

From Tables III and IV the following characteristics emerge. The 
tax system is predominantly regressive. The Dominion Government, for 
^xample, has a very productive source of revenue in a comparatively high 
"^ales tax. This tax in 1937 yielded $138 millions out of a total Dominion 
revenue of $466 miUions, as compared with $112 milli ons from customs 
and |62 millions from excise. In the second place, only 10 per cent of the 
total taxation of Canada (all Governments) is in the first group — pro- 
gressive taxes. {The personal income tax produces only 11 per cent of the 
Dominion revenue and 5 per cent of total Provincial revenues. This was 
the position before the war. These percentages require further analysis 
in order to see how far the principle of progression is applied. Three- 
quarters of this 10 per cent comes from incomes over $10,000 and propor- 
tionately large estates and 36 per cent from incomes of $60,000 and over. 
The Dom in ion income tax in 1937 was, on very large incomes, one of the 
highest in the world, and when combined with Provincial income taxation 
in the four Western Provinces was perhaps the highest in the world. In 
Alberta, for example, the combined Dominion-Provincial income tax 
reached, before the war, 106 per cent of the total income of |1 million. 
A table given below and published in the Report ^ shows a variation on 
the highe^ incomes varying from 33 per cent of the total income in Nova 
Scotia (Htoax) and Quebec to 68 per cent in Saskatchewan (Regina). 
In addition fo , these differences there are also major differences in 
^ On BomMto-Frotihcial Beiations, Book II, p. 111. 
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TABLE IV 

The Revenue System op Canada, All Governments, 1937 
( Percentage distribution ) 



Percentage Share of each 
Grovernment in Total 
Revenues 

Percentage Distribution of 
each Government’s 
Revenues 


Dominion 

Provincial 

Municipal 


Dominion 

Provincial 

Municipal 

1 

B 

Group I. Progressive Taxes : 









Personal income taxes 

79 

18 

3 

100 

11 

5 

1 

6 

Succession duties 


100 


100 

. . 

15 

. . 

4 

Total, Group I . 

50 

48 

2 

100 

11 

20 

1 

10 

Group II. Taxes on Property : 









Taxes on real estate . 

. . 

2 

98 

100 

, . 

1 

47 

15 

Taxes on buildings . 

. . 

3 

97 

100 


1 

36 

12 

Business property taxes 

. . 


100 

100 

. . 


5 

1 

Public domain 

10 

90 

. . 

100 

. . 

9 

. . 

2 

Total, Group II , 

1 

9 

90 

100 


11 

88 

30 

Group III. Mainly Taxes on 
Business : 









Corporation taxes 

6S 

32 

. . 

100 

15 

14 


11 

Company fees, licences, etc. 

11 

39 

50 

100 

. . 

3 

3 

2 

Total, Group III 

59 

34 

7 

100 

15 

17 

3 

13 

Group IV. Mainly Consump- 
tion Taxes : 









Customs .... 

100 

.. 

. . 

100 

25 

. . 

. . 

13 . 

Excise .... 

100 


. . 

100 

11 

. . 

. . 

4 

Other Similar Taxes and Li- 
cences : 




! 





Manufacturer’s taxes 

100 

. . 

. . 

100 

4 

. . 

• . 

2 

Sales taxes . . . ' 


1 

3 

100 

30 

1 

1 

14 

Gasolme taxes 

, . 

100 

. . 

100 

' . , 

16 

, , 

4 

Liquor control (other than 









customs and excise) 

. . 

100 

. . 

100 

. . 

12 

. . 

3 

Automobile licences . 

. . 

100 

. . 

100 

. . 

11 


3 

Amusement taxes 

. . 

100 


100 

. . 

1 


. . 

Sub -total, Other Taxes and 









Licences 

60 

38 

2 

100 

34 

41 

1 

26 

Surplus Utility Earnings 

50 

7 

43 

100 

3 

. . 

2 

1 

Miscellaneous 

33 

15 

52 

i{k) 

1 

3 

5 

3 

Total, Group IV 

70 

24 

6 

100 

74 

44 

8 

47 

Dominion subsidies to Provinces 

. . 

100 


100 

. . 

8 

. 

2 

Grand Total . 

46 

24 


"lo'o" 

100 

100 

100 

102 

Less duplications 

100 

. . 

. . 

100 

5 

* . 

. . 

2 

Net Total 

44 

25 

31 

100 

95 

100 

100 

100 











^ Provincial subsidies to Municipalities have been deduced from offsetting expenditures in the 
Report of the Royal Commission. 
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Dominion, Peovincial and Municipal Income Taxes payable by a 
Mareied Man with No Children ^ 



Gross Income 

$3000 

$10,000 

$100,000 

Tax payable by resident of — 

$ c. 

$ c. 

$ c 

Chariottetown, P.E.I. 

61 90 

821 20 

38,249 15 

Halifax, N.S. 

30 00 

546 00 

32,518 50 

St. John, N.B. . 

30 00 

636 00 

35,283 50 

Quebec, Quebec . 

30 00 

546 00 

32,618 60 

Montreal, Quebec 

33 00 

655 20 

39,022 20 

Toronto, Ontario . 

44 55 

778 70 

39,920 54 

Winnipeg, Manitoba 

77 04 1 

993 28 

46,864 62 

Regina, Saskatchewan . 

71 50 

1034 25 1 

58,230 90 

Edmonton, Alberta 

65 00 

1036 00 i 

58,228 50 

Victoria, B.C. 

60 00 

1051 00 

55,513 50 

New York, U.S.A. 

28 00 1 

655 00 1 

38,274 00 

London, England 

283 13 

1910 63 

50,120 00 

Paris, France 

579 00 

3564 00 

54,239 00 


1 Assuming all earned income in $3000 and $10,000 brackets, and $14,000 earned income in 
$100,000 bracket. Rates prior to Sept. 1939. 


exemptions and in the determination of taxable income. An equitable tax 
in every sense of the term is almost an impossibility, but when the varia- 
tions are as great as those quoted they are very unsatisfactory from the 
individual taxpayer’s point of view. It cannot be said that tax justice 
obtains where an individual is taxed twice on the same income by two 
taxing authorities, such as, for example in Alberta and British Columbia 
where the income paid to the Dominion is not allowed as an exemption. 
The following table shows the percentage of the gross income taken in 
British Columbia and Alberta in contrast with the percentage taken in 
Ontario, where the provincial rate is half the Dominion rate and where 
the income tax paid to the Dominion is allowed as an exemption : 


TABLE V 

Percentace of the Gross Income taken by the Provincial Income Tax 

(Married man with no dependants — prior to Sept. 1939 
Dominion Income Tax increase) 


Income, $ 

British Columbia 

Alberta 

Ontario 

100,000 

23 

26 

7-4 

500,000 

27 

29 1 

7*8 

1,000,000 ! 

27 

30 j 

7*7 


Source , — Report of the Royal Commission, on DominiomProvincial Relations, Book II, p. 158. 

a 
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It is clear that equity as between individuals and as between different 
regions is not possible in such circumstances. It was for this reason that 
the Royal Commission recommended that among other things the 
Dominion should be conceded the exclusive right to levy taxes on personal 
incomes, a recommendation accepted by the Dominion Oovernment. An 
income tax for the Dominion as a whole could not otherwise be developed. 
Six Provinces and a number of Mimicipahties were Jevying i ncom e tax in 
addition to the Dominion. The Dominion has made good, as will be seen 
below, to the Provinces the revenue from income tax previously received 
by them from that source. For the duration of the war all the Provinces 
concurred with this arrangement.^ 

If, as recommended by the Royal Commission, the taxes which lend 
themselves most readily to progre aaion (viz. the personal income tax and 
succession duties) were (permanently) entrusted to t he Dominion Govern- 
ment and made uniform throughout Canada, each Provincial Government 
would be in a position to provide directly or through Local Authorities 
normal educational and other social services and development without 
having to impose very heavy taxation. The most outstanding inequality 
in Canadian taxation is territorial, and it is in the least wealthy Provinces 
that the percentage of taxes to total and surplus income is highest. With 
the Dominion Government in possession of the progressive taxes par 
excellence it would be possible to find the funds for the National Adjustment 
Grants, payable to those Provinces whose need is great, without resort to 
types of taxes which reduce the national income. At the same time there 
is the danger, a real danger in a Federation, of centralisation leading to 
the loss of real provincial self-government. This is analysed further in 
Chapters VIII and IX. 

The high regression of the Canadian system before the war is well 
seen from the high proportion of taxes on consumption (Group IV) and 
also of those taxes in Group III which are not levied on income. The high 
regressive nature of the system is also seen in an examination of the taxes 
in those groups. Thus the Canadi an sales^ta^f 8 per cent takes a much 
higher proportion of Jncqmejhamthe. sales Jaxes^ofimost^oi^ countries. 
It hasHBeen^timated that it takes from 3| to 5|- per cent of the income 
according to the distribution of consumption. Its great merit is its pro- 
ductivity. On the other hand, while it collects for the Government 8 per 
cent of the manufacturer’s price, it takes from the ultimate taxpayer 
approximately the same percentage of the retail price. The tax is 
pyramided, since each buyer calculates his profit on the price at which he 
Ibuys, a price which includes the tax. 

^ In the Budget for 1942-43 the Bommion Government assigned $84,428,000 to the 
Provinces as compensation for their loss of income tax. 
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Another criticism of the Canadian revenue system is that the burden 
of taxation is on costs rather than on surplus. Taxes which increase costs 
of production tend to eliminate the marginal firm or industry and to 
interfere with investment. The result of the tendency of marginal firms 
to disappear and of the tendency of potential investors to refrain from 
engaging in new enterprises, is that both labour and capital resources will 
be thrown out of employment and that the national income will be 
correspondingly diminished. Out of this diminished national income a 
larger revenue than before will have to be raised, as the unemployed will 
have to be maintained at the public cost. If, in order to raise the larger 
revenues, new taxes are imposed which bear on costs, the vicious circle 
will be completed. The alternative to taxes which increase business costs 
lies in taxes falling on profits or other surpluses. In the long run this 
means that the latter taxes should be replaced by an expansion of the per- 
sonal income tax.^ Among taxes on costs are the taxes in Group IV and 
also taxes on corporations in Group III other than those on net income, 
because they have to be paid regardless of the fact that net income has 
been earned or not — such as taxes on capital stock, the number of 
branches and other fixed taxes on corporations. In short, the Canadian 
system has been criticised as not collecting a given amount of revenue with 
the least burden on the national income. The very high proportion of the 
tax burden that falls on costs rather than on profits, together with the lack 
of co-ordination in tax policy among the competing tax authorities, reduce 
the national income by restricting marginal investment, production and 
employment. Three-quarters of the total taxes before the war have no 
direct relationship to net income and at any rate, under the pre-war 
division of revenue powers, could not be so adjusted. 

Lastly, as will be seen, the revenue sources of the Provinces and the^ 
Municipalities are limited, while within the framework of the Constitution! 
these layers of Government have a very important position especially with| 
respect to social security. This means that they cannot efl5.ciently perform 
what is in this respect required of them. The position is all the more 
difficult because of the load of dead- weight debt which the Provinces and 
Municipalities carry, the equivalent of one-fifth of the total Municipal- 
Provincial expenditures. The shares of the Provinces and Municipalities 
in the various revenues are shown in the following table : 

^ Report of the Royal Commission on Dominion-Provincial Relations, Book II, p. 161. 
As to the extent this has been achieved in Dominion war finance, see section on The 
Canadian Economy in War-Time — section vii below. 
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TABLE VI 

The Distbibution of Peowcial and Mbnicipal Revenues, Per Capita 
AND Per Cent, 1937 ^ 



Provincial 

Municipal 

Provincial and 
Municipal 

Group I. Progressive Taxes : 

$ 

per capita 

$ 

per capita 

$ 

per capita 

per cent 

vPersonal income taxes . 

1-07 

0*17 

1*24 

2 

Succession duties 

3-22 


3*22 

7 

Total, Group I . 

4-29 

0*17 

4*46 

9 

Group II. Taxes on Property : 





Real property taxes 

0-53 

22*07 

22*60 

45 

Public domain 

1-90 


1-00 

4 

Total, Group II . 

2-43 

22*07 

24*50 

49 

Group III. Taxes on Business : 





Corporation taxes 

3*06 


3-06 

6 

Group IV. Mainly Consumption Taxes : 





Sales taxes .... 

0*17 

0*40 

0-57 

1 

Gasoline taxes .... 

3*50 


3*50 

7 

Motor vehicles .... 

2-34 

. . ^ 

2*34 

5 

Liquor control .... 

2*68 

, . 

2*68 

5 

Other licences, permits and fees 

0*74 

0*94 

1*68 

3 

Amusement taxes 

0*26 


0*26 

1 

Miscellaneous services . 

0*09 

, . 

0*09 


Surplus utility earnings 


0-56 

0*56 

1 

Miscellaneous revenues 

0'55 

3-70 

4*26 

9 

Total, Group IV . 

10-33 

5*60 

15*94 

32 

Dominion Subsidies to Provinces 

1-91 

•• 

1*91 

4 

Grand Total .... 

' 22*02 

27-84 

49*87 

100 







1 These figures are based on those m Book III of the Rowell-Sirois Report, whereas Tables III and 
IV are based on those in Table 84, p. 211 of Book I, The two sets of figures differ in their classification 
of revenues, though not in the totals. 

» Particulars not available ; included under “ Other Licences, Permits and Fees 


Provutcial Revenues 

The detailed table showing the data for each Province is given in Part 
III of the Enqidry (Table 5). Considerable care has to be taken in com- 
paring these, as they have to be analysed in relation to the Proviacial 
income, especially the free or taxable surplus income and the amoimt 
of services supplied by governmental agencies. There are other special 
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circumstances to be considered in making comparisons between Provinces, 
as these differ so much in the division of responsibility for the social 
services, including education, and for the upkeep of roads. Not only does 
the proportion borne for each of these services by Provinces differ widely 
in the same year but also in the same Province between different periods. 
In Prince Edward Island, for example, where there is a small agricultural 
economy combined with a lack of industrial and urban development, there 
is a Federal subsidy three times the average per capita for all Provinces 
and one-third of the total Provincial-Municipal expenditures. In Nova 
Scotia small-scale subsistence industry and a vulnerable economy make 
for low taxable capacity. As compared with other Provinces, the low 
return from property taxation and the relatively high proportion af 
revenues from the Federal subsidy are striking. In New Brunswick, the 
best-watered country in the world ”, as in the other Maritime Provinces, 
real property taxation is below the average and progressive taxation is 
negligible. The latter is left to Municipalities and levied on a frequently 
arbitrary assessment at the local real property tax rate with exemptions 
varying according to local conditions. It combines a small poll tax and a 
rough approximation of a property tax. In Quebec, which conforms to the 
average revenue system, income and sales taxes are levied by Municipal- 
ities rather than by the Provincial Government. Developed progressive 
taxes are absent from Provincial income. The Church has a unique 
position in Quebec, since it carries out functions, e.g, in education and 
social welfare, performed in other Provinces by Provincial and Local 
Governments. Hence the Quebec taxpayer contributes more for such 
services than appears from the public accounts. This falls especially on 
real estate, partly because the greater part of church property is exempt 
from taxation. This is also one of the factors which have caused some 
Local Authorities to turn to income and sales taxes and to corporation 
taxes (licences and fees). In Ontario, in 1937, subsidies from the Dominion 
Government were less than 2 per cent of Provincial-Municipal revenue, and 
Provincial subsidies to Municipalities are 20 per cent of those. Since the 
depression Quebec’s financial position has suffered, as its economy 
depended to a large extent on world trade. Ontario’s tax policy is affected 
by Federal tax policy to a greater extent than in other Provinces, 
and in progressive taxation her action is limited to Federal policy. 
The high level of property taxation has provided the Municipalities 
with considerable revenue. The revenue system of Manitoba is one 
of the soundest in Canada. Not only is the yield of real property taxation 
large, especially in Winnipeg, but there is an emphasis on direct taxation 
such as the Provincial income tax and succession duties . In 1937 these 
were 20 per cent of total Provincial revenues. This is perhaps due to a 
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large portion of Prairie surplus revenue being centred in Winnipeg. Tbe 
j)eT capita income of Saskatcbewan is, witb tbe exception of Prince Edward 
Island, tbe lowest in Canada. There are no urban centres or corporations 
in the Province where surplus income accumulates and consequently 
Provincial taxation is unsatisfactory. In emergencies the existing system, 
depending as it does on a major industry, wheat, is in a particularly 
imfortunate position. The tax sources tend to yield much less than the 
Canadian average. The sales tax, however, is an effort to„ broaden the 
ba^i^pf taxation and has been productive to ja. degree^ few other taxes 
could have been in the circumstances. In Alberta the Provincial real 
property tax still prevails, as in Saskatchewan, to a distinctive degree. 
Progressive taxation in spite of high rates is below the average for all 
Provinces. Corporation taxes were increased during the period under 
review on grounds perhaps other than of revenue. The per capita revenue 
of British Columbia is nearly double the Canadian average. Municipal 
revenues there are at the Canadian average although the proportion of 
municipally organised areas is much smaller than in most Provinces. 
Corporation taxation and revenues from the public domain are three 
times the Canadian average. British Columbia is rich in resources and 
to exploit these resources corporation organisation is greatly developed. 
The high Provincial income makes it possible to provide Government 
services well above the average Canadian standard. 

This brief survey of Dominion, Provincial and Municipal revenues 
would be incomplete without some reference to the revolutionary changes 
in the economic and social role of Government which have necessitated 
an immense increase in Government revenues and new kinds of revenue. 
The proportion of the national income spent by Governments has risen 
from less than 10 per cent at Confederation to 25 per cent or more in 1937, 
and taxes used in 1874 would have provided but one-half of all Government 
receipts in 1937, including the property taxes which have continued to 
support almost the whole of the great increase in Municipal services. The 
Dominio n Go vemment^a^ expanded it^income by a heavy sales tax, Jby 
the toation 'of bWnSs_and byjfche. personal income tax,„thejairest of 
tax es. In 1937 the Provinces, which had been given power to levy direct 
taxation, receipts from the public domain, licences and fees, and were 
expected to rely to some extent on fixed unconditional Federal subsidies 
under the Constitution, obtained less than one-fourth of their income 
from these sources. The great bulk of new sources for the Provinces could 
not have been foreseen at the time of Confederation, sources which have 
been interpreted as falling within Provincial jurisdiction. In the words of 
the Royal Commission, Some of these sources are directly competitive 
with those employed by the Dominion ; many of the others constitute 
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onerous or uneconomic levies on consumption and the costs of production”. 
With the joint occupation of the field of direct taxes, neither the Dominion 
nor the Provinces nor both together have been able to employ the pro- 
gressive taxes to the extent which is economically and socially desirable. 
It is clear that the present situation in Canadian public finance represents 
a wide departure from the conception of the Fathers of Confederation 
and from the spirit of the financial settlement which they devised. Costly 
Government responsibilities which have become national in scope are 
being supported by Regional and Local revenue. Revenue sources which 
have become national in character are being employed by Regional and 
Local Governments to the complete or partial exclusion of the Central 
authority.^ It is interesting to compare these views with the position 
that has resulted from the war.^ 


IV. Public Expenditures before the War 

Next we turn to public expenditures. The most outstanding features 
of the division of Government expenditures between the Dominion, 
Provinces and Municipalities in 1937 are brought out in the following two 
tables, VII and VIII, on pp. 88 and 89. 

The main features of these tables are as follows : 

(1) The large recurring expenditure on debt charges — 27 per cent 
of the total expenditure of all Governments, and 61 per cent of the total is 
on Dominion debt. 

(2) The primary functions of Government, including debt charges, 
account for 52 per cent of the total, and the secondary functions — the 
social services and development including transportation — account for 
the remaining 48 per cent. 

(3) Relief expenditures, mainly unemployment but also advances to 
farmers, are the legacy of the great depression. Excluding debt charges 
they account for 13 per cent of fhe expenditures, but including debt 
charges for this function alone they account for 15 per cent of the total. 

(4) Development, including transportation, accounts for 12 per cent 
of the expenditures excluding debt charges, but 30 per cent including 
developmental debt charges ; from 1867 onwards the main object of public 
loan policy has been the provision of transportation facilities, railways, 
canals, public works and harbours. The unification of railways, water- 
ways and harbours was the enormous task of the Dominion Government 
under the British North America Act, 1867. With the advent of the motor 
car millions of dollars have been spent on the construction of roads. 


^ Report, Book I, chapter viii, pp. 245-6. 
^ See section vii below, page 93. 
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TABLE VII 

Public Expenditures from Revenue in Canada, All Governments, 1937 

($ millions) 



Dominion 

Provincial 

Municipal 

Total 

1. Primary Functions : 





Legislation, administration and justice 

52 

33 

65 

160 

National defence .... 

34 



34 

Military pensions and aftercare 

64 



54 

Miscellaneous 


9 


9 

Debt charges 

167 

51 

55 

273 

Total, Primary Functions . 

307 

93 

120 

620 

2. Secondary Functions : 

(1) Social Services : 

Education .... 


32 

77 

109 

Unemployment relief . 

66 

43 

18 

127 

Other public welfare . 

44 

44 

36 

125 

Sub-total, Social Services . 

no 

119 

1 . 

131 

361 

(2) Developmental : 





Agriculture and public domain 

20 

21 


41 

Transportation 

20 

25 

31 

76 

Sub-total, Developmental . 

40 

46 

31 

117 

Total, Secondary Functions 

150 

165 

162 

478 

Subsidies to Provinces 

21 



21 

Grand Total .... 

478 

258 

282 

1018 

Less duplications .... 

22 


- 

22 

Net Total .*.... 

456 

268 

282 

996 


^ Provincial subsidies to Municipalities have been deducted from offsetting expenditures in the 
Report of the Royal Commission. 


Two-tEirds of the total net debt charges in 1937 were for development, 
mainly transportation. 

(5) Unconditional subsidies paid to the Provinces account for only 
4 per cent of the total expenditure of the Dominion Government. 

(6) Education accounts for 12 per cent of Provincial, 27 per cent of 
Municipal and 11 per cent of total expenditures. 

It is of interest to compare the main group of expenditures including 
and excluding debt charges for each main group. In other words, in the 
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Public Expenditures from Revenue in Canada, All Governiments. 1937 
(Percentage distribution) 



Percentage Share o 
Government m T 
Expenditures 

f each 
otal 

Percentage Distribution 
of each Government’s 
Expenditure 


Dominion 

Provincial 

Municipal 

4a 

o 

E-i 

Dominion ; 

i 

1 

Provincial 

Municipal 

’3 

S 

H 

1. Primary Functions : 

Legislation, administration and 
justice .... 

34 

22 

44 

100 

11 

13 

28 

15 

National defence 

100 



100 

7 

, , 


3 

Military pensions and aftercare 

100 

. . 


100 

12 

. , 


6 

Miscellaneous 


100 

. , 

100 

, . 

4 


1 

Debt charges 

61 

19 

20 

100 

35 

20 

20 

27 

Total, Primary Functions 

60 

17 

23 

100 

65 

37 

48 

52 

2. Secondary Functions : 

(1) Social Services : 

Education .... 


29 

71 

100 


12 

27 

11 

Unemployment relief 

55 

34 

11 

100 

14 

16 

5 

13 

Other public welfare 

34 

36 

30 

100 

1 

9 

17 

9 

12 

Sub-total, Social Services 

33 

33 

34 

100 

23 

45 

41 

36 

(2) Developmental : 

Agriculture and public domain . 

49 

51 


100 

4 

8 


4 

Transportation 

27 

33 

40 

100 

4 

10 

ii 

8 

Sub-total, Developmental 

34 

39 

27 

100 

8 

18 

11 

12 

Total, Secondary Functions . 

31 

35 

34 

100 

31 

63 

52 

48 

Subsidies to Provmces 

100 


.. 

100 

4 

^ ^1 


2 

Geand Total .... 

47 

25 

28 

100 

100 

100 

100 

102 

Less duplications 

100* 


•* 

100 

5 

•• 


2 

Net Total .... 

46 

26 

28 

100 

95 

100 

100 

100 


^ Provincial subsidies to Municipalities have been deducted from offsetting expenditures in the 
Report ot the Royal Commission. 


former case the debt charges are apportioned to the expenditure group 
concerned and in the latter the debt charges are lumped together under 
primary functions. The results are given in the first of the small tables 
overleaf. The large capital expenditure on railways accounts for the 
discrepancy between the last two columns there. The percentage dis- 
tribution of each Government’s expenditures including the appropriate 
debt charges is given in the second of the small tables overleaf. 
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Percentage of Expenditures 
m 1937— 

Including 

Debt 

Charges 

Excluding 

Debt 

Charges 

Primary Functions 

29 

52 

Secondary Fmictions : 



1. Education .... 

12 

11 

2. Public welfare : 



Unemployment relief 

15 

13 

Other .... 

14 

12 

3. Development and transportation 

30 

12 

Total, Secondary Functions 

71 

48 

Total Expenditures . 

100 

1 

100 



Bomimon 

Provincial 

Municipal 

Total 

Primary Functions 

35 

18 

28 

29 

Secondary Functions : 





1. Education .... 

. . 

13 

32 

12 

2. Public welfare : 





Unemployment relief 

17 

19 

7 

15 

Other .... 

9 

18 

16 

14 

3. Development and transportation 

35 

32 

17 

30 

Total, Secondary Functions 

61 

82 

72 

71 

: Subsidies to Provinces . 

4 

i 


•' 

1 2 

Grand Total .... 

100 

100 

100 

102 

Less duplications 

5 


•• 

2 

Net Total .... 

1 . _ - 

- 95 

1 

100 

__J 

100 

! 

i 

100 


The detailed tables of relief expenditure on current and capital account 
will be found in Part III of the Enquiry (Tables 8 and 9). They show as 
clearly as the noonday sun the remarkable effect of the economic blizzard 
of 1929-32 on Dominion finance and on the finance of the nine Provinces. 

The fall in the price of wheat was an uncontrollable external factor, 
and this, with internal rigidities of overhead costs, brought great distress. 
Tariff policy, directed to maintain employment in certain regions, threw 
an even greater burden on primary producers. Local vested interests 
sprung up and depression burdens were very unevenly distributed. The 
increase in Other Public Welfare ” (old-age pensions, hospitals, asylums 
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and public health) was only in part due to the depression. It was also due 
in large part to the economic and social evolution which is taking place 
in Canada. When the Act of Federation was passed, the provision of 
minimum social standards was never contemplated, nor was the transfer 
from Municipalities to the Dominion Government of a large part of the 
cost. The effect of large transfer expenditures i on the distribution of the 
national income and on the tax structures has sometimes been overlooked. 
It resulted in the collapse of the once accepted division of powers in a 
Federation ; it shattered the old theory that the individual should be 
responsible for his own welfare and that of his dependants. 

V. The Public Debt of Canada before the War 

An analysis of the public debt of Canada for the year 1937 shows clearly 
the large amounts incurred for developmental purposes and in recent 
years for public welfare. The total debt of all Governments was $7863 
millions, and of this $1413 millions was represented by liq^uid assets 
{e.g. cash), investments which were completely self-supporting and the 
capitalised value of interest earned by partially self-supporting assets. 
The following table shows how the balance of public debt was incurred : 


TABLE IX 

Canada’s Public Debt in 1937 : Portion not Directly Self-supporting 

( $ millions) 



Dominion 

Provincial 

Municipal 

Total 

1 Debt incurred for — 

1 1. Primary Functions of Government, 





! including war expenditures 

1818 

80 

. . 

, . 

Less cumulative current surplus 





before special charges 

1233 

•• 


•• 

1 Total, Primary Functions 

585 

80 

225 

890 

1 2. Secondary Functions : i 





(1) Social Services ; 

Education .... 

• 

50 

180 

230 

Public welfare 

420 

235 

175 

830 

(2) Development and transportation 

3250 

975 

275 

4500 

Total, Secondary Functions 

3670 

1260 

630 

5560 

Grand Total .... 

4255 

1340 

855 

6450 


/S^owrce.-^Report of the Royal Commission on Dominion-Provincial Relations, Book I, Table 78, 


^ In 1937 transfer expenditures of aU Governments, i.e, expenditures on public welfare, 
mainly unemployment relief and war pensions, and interest on unproductive debts, were 
$406 millions out of a total expenditure of $996 millions. 
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The interest on this debt was $271 milhons/ or about 27 per cent of all 
Government expenditures. Of this $100 millions was the cost of servicing 
accumulated deficits, war expenditures, capitalised unemployment relief 
and capitalised losses. The balance, $171 millions, was paid on debts 
incurred for development. 


TABLE X 

Annual Debt Chaboes oe Canada, 1937 
( $ millions) 



Doiaimon 

Provincial 

Municipal 

Total 

1. Primary Functions 

23 

3 

14 

40 

2. Secondary Functions : 

(1) Social Services : 

Education .... 


2 

12 

14 

Public welfare . . . 1 

16 

9 

11 

34' 

(2) Development and transportation 

128 

37 

18 

183 

Total, Secondary Functions . ! 

144 

48 

41 

23P 

Geand Total * . . . ! 

167 

51 

55 

271' 


^ After elimination of double counting. 


VL The Royal Commission on Dominion-Provincial Relations 

This section of the chapter would be incomplete without a reference to 
the recommendations of the Royal Commission on Dominion-Provincial 
Relations, 1940.^ These have been accepted by the Dominion Government. 
At a Dominion-Provincial Conference held in Ottawa in January 1941, 
the premiers of three Provinces — Ontario, Manitoba and British Columbia 
— suggested postponement until after the war. As already noted, an 
Unemployment Insurance Act for the whole of Canada has been passed, 
and the Provinces have withdrawn during the war from the field of 
personal income taxation. The Royal Commission held that the mainten- 
ance of the employable unemployed could not be efl&cieiitly performed on 
a Provincial basis or by Local Authorities. In this view the Commission 
agreed with the National Employment Commission and La Commission 
des Assurances Sociales de Quebec. They were also of opinion that 
assistance to farmers when operating cost advances had to be given in 
times of widespread disaster, and could not be left to these Governments. 
The Dominion Government, therefore, should assume direct administration 

^ Excluding provision for amortisation. 

2 See Appendix I for Summary of Recommendations. 
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and financial responsibility rather than render indirect assistance by way 
of advances to the Provinces. The administration of non-contributory 
old-age pensions, to which the Dominion Government was already paying 
as high a proportion of the cost as it reasonably could without assuming 
control of the administration, should continue to remain with the 
Provinces, and no further financial help was recommended. If, however, 
non-contributory old-age pensions were to be superseded or supplemented 
by a contributory system, the Commission recommended that such a 
system should be under the control of the Dominion. It was also suggested 
that the Dominion should take over all Provincial debts and that each 
Province should pay to the Dominion a sum equal to the interest which it 
now receives from its investments. In view of the peculiar case of the 
Province of Quebec, where the -per capita debt is low as compared with 
that of other Provinces on account of the fact that the Municipalities 
perform duties discharged elsewhere by Provincial Governments, the 
Dominion should take over 40 per cent of the combined Provincial and 
Municipal net debt. The Provinces should surrender their subsidies and 
receive an annual national adjustment grant which should be appraised 
by a small permanent Commission (which might be called the Finance 
Commission) assisted by an adequate technical staf . The system of 
grants should be reconsidered every five years and would be irreducible 
during this period. For special emergencies, as in the case of 
Saskatchewan, special provision would be made annually. 

The Provinces on their part would renounce the tax on personal 
incomes and taxes imposed on corporations which individuals or partner- 
ships carrying on the same businesses as the corporations would be required 
to pay. This transfer would include all such taxes, except a bona-fide 
licence fee which would remain with the Province. The Provinces should 
also forgo various forms of succession duty. This would put an end to 
grievances that the differences of ratq in the various Provinces where such 
duties are levied are inequitable and distort investment because of the 
differences in rates between Provinces and the dangers of double taxation. 
Many Provinces, it was held, had a grievance because estates built up by 
investment throughout Canada were taxed not for national purposes but 
for the benefit of favourably situated Provinces. Finally, the exi.sting 
Dominion subsidies to the Provinces would be abolished and replaced by 
the system of grants recommended by the Commission. 

YII. The Canadian Economy in War-Time 

Canada’s war-time economy falls into two periods — that prior 
to May 1940, when the Dominion was called on to supply increasing 
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quantities of food and raw materials, and the period subsequent to that 
date when Canada became in addition a supplier of large quantities of 
explosives, chemicals, shells, small-arms ammunition, bombs, tanks, 
vehicles, aircraft, ships and other munitions of war. It was natural, 
therefore, that the War Supply Board should have been superseded in 
April 1940 by the Department of Munitions and Supply which has had 
such an important part in the acceleration of the war effort in all directions. 
It remodelled the Canadian economy to meet the intensified needs of the 
Allies after France fell. When it was decided that the Dominion Govern- 
ment should finance and own the required capital equipment, the Depart- 
ment came forward with a programme of capital assistance to industry by 
which the greater part of capital equipment has been achieved after June 
1940. Not only have new factories been erected, equipped and financed, 
but private concerns have been enlarged and machinery labelled as 
Government property installed in privately owned factories. Branches 
within the Department of a quasi-autonomous nature were also set up to 
deal with all kinds of munitions production, and these, with two other 
forms of administration — Controllers and Government Corporations — 
have been made the chief means of organising the Canadian economy for 
war. The War-Time Prices and Trade Board, the National Labour Supply 
Council and the Department of Finance have also assisted in the supremely 
important task of war regimentation.^ In 1943 war production had 
reached a remarkably high level. In January 1943 the business placed by 
the Department of Munitions and Supply exceeded $6 billions. In 1942 
war industrial production was at the rate of $2*6 billions, and for 1943 it 
is estimated to reach $3*7 billions. In 1942 one-half of the output of 
munitions was sent to the British theatre of war and to Russia, and 20 
per cent to the United States and Pacific war zones, including China. 
War production was the main reason of the increase in the net national 
income to a new high record — $7*5 billions in 1942 as compared with $4*6 
billions in 1939, an increase of no less than 61 per cent. By 1943 the 
country’s productive capacity was no longer adequate to support a 
parallel expansion in the output of both munitions and consumers’ goods. 
The production of the latter, therefore, had in an increasing degree to be 
held in check by a system of controls and priorities, including the direct 
control of prices and production, and by the restriction and diversion of 
civilian expenditures by taxation, thereby releasing resources required for 
war purposes. Finance in war-time provides the money required to 

^ Cf. Mobilizing Canada's Resources for War, Plumptre (Toronto, Tlie Macmillan Co., 
1941) ; Canadian War Economics, edited by Parkinson (Toronto, University of Toronto 
Press, 1941) ; “ War Finance and the Canadian Economy, 1914r-20 ”, Eeutsch Canadian 
Journal of Economics and Political Science, vol. vi (1940) ; An Approach to War Finance, 
Plnmptre, op. cit. voL vii (1941). 



CH. IV FINANCE AND ECONOMY OF CANADA 95 

mobilise tbe human and material resources for war and prevents the 
spending of money on non-war purposes so that civilian activities do 
not interfere with or frustrate the war effort. The State, therefore, must 
tax adequately as well as it must borrow the savings of both individuals 
and companies or corporations. It must sometimes expand or add to 
credit and currency by borrowing from the banks ; and if there is 
not full employment such expansion may be helpful, since it may 
stimulate production without inflation. If production is getting to its 
maximum and industry cannot expand, more credit or currency will 
result in an increase, not in production, but in prices. 

The outstanding features of Canadian public finance in war-time, as 
will be seen from the tables in Part III, are : 

(1) The great growth in Federal (or Dominion) expenditures, which in 
1943 was eight times above the pre-war level. 

(2) The enormous increase in war expenditures. 

(3) The growth in Federal revenues, most noticeably in the taxation 
of personal incomes and the incomes of corporations, in federal succes- 
sion duties, in customs duties and excise duties, especially on liquor 
and tobacco, ^d also in sales taxation ; the burden of personal income 
taxation is greater than tEat of the United States and similar to that of 
Great Britain. This emphasis on progressive taxation is one of the most 
interesting changes in Canadian war finance. 

(4) The withdrawal of the Provinces from the field of personal income 
and corporation taxes during the war. In 1943-44 the compensation paid 
to the Provinces was $84 millions on this account. 

(5) The policy of the Federal Government to meet half the expenditure 
from taxes and half from borrowing. 

(6) The comparative stability in provincial and in municipal finance 
as compared with the remarkable changes in Federal finance. 

(7) The increase in the Dominion Public debt from $3153 millions in 
the pre-war year to $6182 millions (net) in 1942-43,^ despite the great 
decrease in sterling indebtedness as the country turns from being a debtor 
to a creditor country. It is true that Canada in 1943 is running up a debit 
balance with the United States, but this process has, smce the Hyde Park 
Agreement of 1941, slowed down. Under this agreement the United 
States charges to its British Lend-Lease account such exports to Canada 
as are to be used for Canadian war products exported to Britain, and the 
United States buys more from Canada. Meanwhile Canada accumulates 
sterling balances on a large scale. By December 1942 the total sterling 

^ For 1943-44 the borrowing needs were estimated at $2748 millions. The third Victory 
Loan of Oct. 1942 had a minimum objective of $750 millions, but produced $991 millions 
from 2 miUiOB subscribers. 
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balances had reached $2770 millions. Of this over $800 millions were 
used for repatriating sterling debt, public and otherwise. $260 millions 
were covered by British sales of gold to Canada, and the remaining $1700 
millions, by an interest-free loan to Britain of $700 millions and by a gift 
of $1000 millions made early in 1942 under the United Kingdom Financing 
Act. This sum of $1000 millions was included in the Dominion expendi- 
ture figure. A similar gift of $1000 millions was put into the Budget 
for 1943-44. 

In Part III of this Enquiry Canadian Tables 1 to 4 and 7 show the tax 
structures, public expenditures and the public debt of Governments in 
Canada after the outbreak of war. It will be noted how great has been 
the increase in the total expenditures of all layers of Government. Before 
the war this was 25 to 30 per cent of the national income and often 
included large expenditures for urban and agricultural relief. In 1941-42 
the deficit of the Canadian national railways disappeared and there was 
also a fall in the expenditure on unemployment and relief, now a small 
item. The demands made on the railways during the last three years have 
already much exceeded the operations of the first world war, and in 1942 
the increase over 1939 was of the order of 60 per cent. The increase in 
the returns of the sales tax, a regressive tax, in 1942-43 and 1943-44, was 
noticeable. Thus in 1938-39 the Federal sales tax was $122-1 millions, 
the Provincial sales taxes $2*4 millions and the Municipal sales taxes $4*3 
millions, or a total of $128*8 millions. In 1942-43 the yield was $218, 
$14*7, $6*7 and $239*4 millions respectively. Other Federal regressive 
taxes also increased, thus miscellaneous Federal taxes increased from 
$22*9 millions in 1938-39 to $76*8 millions in 1943-44. 

The most striking changes brought about by the war are summarised 
opposite and overleaf. 

The figures show that the expenditures on education and highways 
have not decreased or remained constant on account of the war. The 
large expenditures on public welfare have, owing to the better employment, 
decreased in 1942-43 as compared with the pre-war year 1938-39. 

It will be seen from what has been said that the war has been financed 
by taxation, by borrowing from the public the savings of individuals and 
corporations and also by credit expansion under the banking system. 
These methods have been supplemented by special controls such as import 
quotas and prohibitions, price-fixing, exchange control and rationing. The 
Government realised early in the war the advantages of taxation and of 
skimming ofi the savings of the people and corporations. The war effort 
would have been sadly cramped had civilian demand been allowed to 
compete with war requirements both as regards man-power and materials. 
An all-out war effort and a rising standard of living are not good bed- 
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Fiscal Yeais (Ist April-3lst March) 

1938-39 
(Pre-war Year) 

1942-43 

1043-44 

War expenditures . 

341 

37242 

4890 2 

Non-war expenditures . . | 

439 ’ 

663 

610“ 

Total expenditures 

4731 

4387 2 

6500 2 

Total revenues 

426^ 

2249 

2762 


‘ Of Statistical Summary, Bank of Canada, Oct -Nov 1942, p. 85 
* Includes $1000 millions for the allocation of war supplies to the Allied Powers 
® Includes $84 millions as compensation to Provincial Governments for assigning proceeds of the 
income and corporation taxes to the Fedeial Government during the uar. 


( $ millions) 



1938-39 

1942-43 

Income tax ..... 

47 

505 

Taxes on corporation profits 

85 

770 

Other corporation taxes . 

2 

16 

Succession duties . . . . 1 


15 

Withholding taxes on dividends, interest j 
Excise duties and taxes on liquor and 

10 

28 

tobacco ..... 

53 

156 

Import duties and taxes . 

94 

231 

Sales taxes ..... 

122 

J18 

Miscellaneous taxes 

23 

77 


Pkovincial Finance * 
( $ millions) 



Fiscal Years 1 


(1st April-31st March) j 

1 

1938-39 

1942-43 

Expenditure .... 

266 

276 

Revenue ..... 

246 

300 


Municipal Finance * 
( $ millions) 



1938-39 

1942-43 

Expenditure . . . « 1 

288 

286 

Revenue ..... 

312 

318 


Soum \ — Statistical Summary, Bank of Canada, Oct.-Nov. 1942, pp. 84-5. 

H 
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Expenditure on Education, Public Welfare and Highways and 
OTHER Aids to Transport 


( $ millions) 



1938-39 

1942-48 

Education : 



Federal ..... 

2-3 

2-2 

Provincial .... 

17*2 

21-4 

Municipal ..... 

96'0 

110-1 

Total 

115-5 

133-7 

Public Wdfare : 



Federal — General 

5-2 

22-81 

Old-age pensions . 

• . 

. . 

Relief «... 

13-2 

2-6 

Provincial — General 

42-5 

50-4 

Old-age pensions . 

39-3 

43-8 

Relief 

26-9 

6-1 

Municipal — General 

28-0 

28-5 

Old-age pensions . 



Relief ^ . 

61*8 

; 9-9 

Total — General 

75-7 

101-7 

„ Old-age pensions . 

39-3 

43-8 

„ Relief ^ . 

101-9 

1 18-6 

Total 

216-9 

164-1 

Highway Sy etc, : 



Federal ..... 

23-4 

21-9 

Provincial . . , . 

24-2 

27-7 

Municipal ..... 

32-1 

36-1 

Total 

79-7 

85-7 


* Includes $17 millions for administration of contribution to unemployment insurance 

* Excludes municipal expenditure on relief works and provincial expenditure on provincial 
relief works. 

* Source . — Statistical Summary, Bank of Canada, Oct.-Nov. 1942, pp. 84-5. 


fellows. At first tlie financing of the war was of a credit expansion nature, 
as when, for example, after the outbreak of war a loan of |200 millions 
was raised from the banks. A controlled expansion of credit was desirable 
to assist production and to decrease unemployment which was 12 per 
cent,^ but once this took place a public loan for $200 millions was floated 
and in the second war Budget heavier taxation was levied. A second 

1 The percentage of total wage-earners unemployed was 2 per cent in 1928, a maximum 
of 26 per cent in 1922, 9 per cent in 1937 and 12 per cent in 1939 (Dominion Bureau of 
Statistics — The Unemployment Situation). 
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public loan for $300 millions was successfully floated. Early in 1941 a 
short-term loan for $260 millions from the banks was raised. In the third 
war Budget heavier taxation was levied with a Victory Loan offered to the 
public in June 1941. This was successful. The tax structure, however, 
has been made to bear the maximum load, and the taxation of incomes, 
corporations and excess profits but not the sales tax (because it is regressive) 
have brought in much grist to the mill. On 23rd June 1942, for example, 
very sharp increases of income and national defence taxes took place and 
were henceforth to be collected at source wherever possible. The tax was 
steeply progressive. Exemptions for married persons and children were 
lowered but a proportion of the tax was treated as compulsory savings 
returnable with 2 per cent interest after the conclusion of hostilities. A 
married man, for example, with two children and an annual income of 
$5000 who hitherto paid $735 had to pay $1062 as income tax and 
compulsory savings. In March 1943 '' pay as you earn ” was introduced 
but without complete cancellation of the balances due on last year’s 
taxes. Only half of the tax liability on the earned income of individuals 
(but not of corporations) and on income from investment up to $3000, for 
the year 1942, was forgiven ”, and of the amount remaining one-third 
had to be paid by 30th June and two-thirds on 31st December 1943. Half 
of the income tax on investments for 1942 was deferred until the death of 
the taxpayer on the basis that, while wages and salaries cease on death, 
there is capital from which to pay deferred taxes on the death of the tax- 
payer. Special concessions were given to farmers. They paid tax on only 
two-thirds of their estimated income before the end of the calendar year, 
and the balance was to be paid when the actual income was established 
by the end of March 1944. Farmers when suffering a loss in any year may 
deduct from the income in either of the next two years. 

The financial policy laid down in the first war Budget in September 
1939 is being followed : (1) the pay-as-you-go policy as far as is practi- 
cable ; (2) the insistence of the principle of equality of sacrifice on the basis 
of ability to pay ; and (3) the levying of taxes to the highest possible 
point. Taxes could not be carried beyond that point where production 
efficiency would be interfered with, but ”, said the Minister of Finance, 
we are not prepared to be timid or light-hearted in judging where this 
point lies This principle is seen not only in the taxation on the income 
of individuals but also on the taxation of corporate incomes where the 
rate has been raised sharply. In the Budget presented in Jun# 1942 an 
interesting change was made. Previously company profits were first 
subject to a flat rate of 18 per cent corporate income tax, and then paid 
75 per cent of the excess profits under the Excess Profits Tax Act over the 
standard profits or 22 per cent of the total profits, whichever was the 
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greater. Now under the new Excess Profits Tax Act a company pays a 
flat rate of 12 per cent on its total profits in addition to the 18 per cent 
corporation income tax, and thereafter 100 per cent of excess profits or 
10 per cent of its total profits, whichever is the greater. This means that 
the 100 per cent excess profits tax becomes the greater when the company 
earns more than 11 6* 6 per cent of its standard profits, compared with 
156“7 per cent under previous legislation. A company or corporation as 
before pays at least 40 per cent of its total profits in taxation. It cannot 
retain under the new legislation more than 70 per cent of its standard 
profits as calculated for purposes of excess profits tax. Standard profits 
are calculated after payment of income tax. It is, therefore, estimated 
that, allowing for the 20 per cent refund or excess profits tax, a corporation 
with standard profits at the level of the 1936-39 average taxable profits 
can retain about seven-eighths of its average profits for those years, the 
years on which the standard is based. The tax refund has borne income 
tax and is payable without interest after the war. 

A conspectus of Canadian public finance is given in a table furnished 
by the Dominion Statistician, Ottawa, showing the revenues and expendi- 
tures of the war years, as compared with those of the pre-rearmament year 
1937-38, expressed as a percentage of national income and per head of 
population, together with the war expenditures also expressed as a percent- 
age of national income and per head of population. This will be found in 
Part III, Table 11. It shows that in 1941-42 as compared with 1937-38 
Government revenues (Dominion, Provincial and Municipal) had increased 
from 25*6 per cent to 32*3 per cent of the national income, Government 
expenditures from 25-7 per cent to 37*9 per cent, and the expenditure on 
the war from 0*7 per cent to 21-2 per cent, a truly remarkable change in 
Canadian public finance. 


VIIL ConjClusion 

To-day Canada is the most highly developed Dominion both 
industrially and financially. The advance which the Dominion has made 
in recent years, especially since the Bank of Canada commenced business 
in March 1935 after the passage of the Bank of Canada Act in 1934, is 
most striking. A quarter of a century ago Canada was without a broad 
tax structure and there was no domestic money market from which to 
borrow. There was no central bank to control or to co-ordinate the 
financial life of the country.^ Before the outbreak of the present war 
Canada no longer depended on London for loans as in 1914, for in that 

^ Of. Plumptre, Central Banking in the British Dominimis, Toronto University Press, 
1940. 
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year, be it remembered, less than $1 million of Canada’s funded debt was 
held by Canadians. Between 1914 and 1920 Canada’s war expenditures 
rarely exceeded 10 per cent of the national income, and her tax structure 
was in 1939 no longer the primitive tax structure of customs and excise 
duties of twenty-five years earlier. Nevertheless war expenditure was 
only a fraction of 1 per cent before the outbreak of the present war, and 
this is a rough measure of the unpreparedness of the Dominion for total 
war. The war expenditure increases described in the previous section are 
almost too great to be believed. These have been possible because of the 
large real resources of the country of man-power and equipment. Employ- 
ment of each of these since September 1939 has been upward, as may be 
measured by the increase of national income as long as that is an increase 
of real production and not only an increase in prices. Diminished con- 
sumption for non-war purposes and diminished investment in new equip- 
ment were other real sources of Canada’s war effort. The tax structure was 
improved beyond all recognition to meet the new expenditures. To dis- 
tribute the burden of war as fairly as possible a resort to direct taxes was 
made. Before the war more than two-thirds of all tax revenues came from 
indirect taxes i'^o-day, on the other hand, more than half is from direct 
taxation (personal income taxes, the national defence tax, the corporate 
income tax, the excess profits tax less payments to provinces for tax 
transfer, succession duties, and taxes on dividends and interest). Canadian 
taxes on personal incomes are higher than those in the United States and 
more or less conform to those in Great Britain. The increase in progression 
through income taxation is very noticeable. . But the burden o li ndire ct 
t axation is. all things considered , h eav ier in Canada than in Great Britain 
(Table 11 ^ Part III). New taxes to restrict incomes have been levied. 
Umong these are the excess profits tax, the national defence tax, succession 
duties, a gasoline tax, a passenger transportation tax and entertainments 
taxes on motion pictures. Other taxes to conserve resources include the 
automobile tax, the tax on radio valves and wireless sets. The whole 
policy of Canadian war finance, as illustrated in what has been said above, 
is best summarised in the Minister of Finance’s own words in the Canadian 
House of Commons : The task of finance is to provide the funds which 
are used to pay for war services. But in a deeper sense the task of finance 
is, by taxation and borrowing, to restrict the civilian demand for economic 
resources in order that they will be free when the defence or supply 
departments need them. ... If finance proceeds more rapidly in cur- 
tailing civilian demand than defence proceeds in making use of the 
resources thus set free, there will be unemployment and waste, while, on 
the other hand, if finance lags behind the defence services, they will be 
faced by shortages and delays, and the competition between military and 
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civil demands will bring about inflation/’ ^ Tax as bigb as you can and 
mobilise savings by an intensive campaign and avoid the inflationary gap 
brought about by bank borrowings, are the aims of the Dominion Treasury 
in 1943-44. 

^ The Hon. J. L. Ilsley, Canadian House of Commons Debates, 30th July 1940, 
p. 2272. Cf. Plumptre, Mobilizing Canada's JResources for War, Toronto, The Macmillan 
Co., 1941, p. 122. 
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THE PUBLIC FINANCE AND NATIONAL ECONOMY OF AUSTRALIA 

I. The National Economy 

The Commonwealth of Australia is over thirty-one times the size of the 
United Kingdom but has only about one-seventh of its population. Its 
size is roughly the same as that of the United States, but the United States 
has nineteen times Australia’s population. As compared with Canada, 
Australia’s area is about three-quarters of a million square miles less, but 
her population is approximately 7 millions as compared with Canada’s 
10 millions. Australia, however, owing to scarcity of rainfall, cannot 
support a population of anything like the size of that of the continental 
United States. The whole continent of Australia is a large and irregular 
plateau, part of which is below sea level. Round this plateau there is a 
mountainous coastline with intervals of sandy shores on the north, west 
and south. On the east coast there are good harbours and rivers, while in 
the west there is a coastline with poor inland water communication. Of 
the six States of the Commonwealth three are greatly superior to the 
other three in the production of wealth — Victoria, New South Wales and 
Queensland being much more prosperous on the whole than what may be 
called the marginal States — South Australia, Western Australia and 
Tasmania. This diversity in natural resources, size, population and state 
of development gives rise to differences of standards in financial, adminis- 
tration as shown in the Budgets, even when these are corrected to make 
allowances for items brought into acc'ount in some but not in others, and 
adjustments made to eliminate the effects of emergency expenditure and 
variations in accounting practice. These differences are mainly in (1) the 
standard of expenditure in regard to the costs of administration and the 
scale of social services, (2) the maintenance of capital equipment and 
(3) the taxable capacity of the States and the standard of effort by the 
States and Local Authorities in raising revenue. 

Population cannot be settled in vacant spaces unless there are available 
resources. Unless there is a rainfall of about ten inches in the area, 
cultivation is hardly possible. Wheat cannot be successfully grown if the 
rainfall is below ten inches, and settlement is impossible unless minerals 
or some special industrial or commercial opportunities exist. Methods of 
dry farming with an annual rainfall of this amount, eight inches falling 
within the growing period, and wheat-breeding have made it possible to 
grow wheat under diiBBicult conditions, and the discovery of plenty of land 
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suitable for the merino sheep — Australia is the chief producer of wool 
in the world ^ — has led to the production of much wealth from arid 
and semi-arid areas. In Queensland, New South Wales and Victoria the 
rainfall, which is much heavier between the mountains and the coast than 
it is on the inner side of the Divide, varies in the coastal belt from 160 
inches a year in Northern Queensland to 25 inches in Western Victoria. 
In Queensland sugar, wool, tropical fruit and dairy produce are the chief 
products ; in New South Wales wool, wheat, dairying and the production 
of fruit are the main primary industries, while in Victoria wheat-farming, 
wool-raising and dairying with cultivation of vines and citrus fruits in the 
Murray irrigation areas and of apples in the south are the chief occupations. 
Cattle and sheep are grazed, and forestry is carried on among the foothills 
of the Great Divide. On the plateaus mining and cattle-grazing are the 
chief industries. 

When we turn to the marginal States we see the mistake made by 
Australians and outsiders alike of overestimating the natural wealth of 
the continent, although the achievements in developing pastoral and 
wheat-growing industries have been noteworthy. In the marginal States 
there is a large area which is difiS.cult to cultivate and to develop. South 
Australia, out of a total area of 380,000 square miles, has an area of 
311,000 square miles with a rainfall under 10 inches ; Western Australia, 
out of a total area of 976,000 square miles, has 487,000 square miles with a 
similar rainfall. Tasmania, although her rainfall exceeds in parts 100 inches 
per annum and in no part is less than 20 inches, is mountainous, particu- 
larly on the west, and the productive area is not large. One-third of the 
island has no population, and only over 6 million acres out of some 17 
millions have been alienated. The economy of South Australia is based 
largely on wheat and wool produced under conditions more difficult than 
the average, and she is vulnerable to price depressions. She lacks coal, 
but in spite of this has retained a surprising amount of secondary industry. 
Western Australia also specialises in wheat and wool, and in addition in 
the production of gold. Unfortunately her finances have been seriously 
affected by reckless financing of wheat in an area well suited for this crop, 
and by an attempt to settle migrants in the extreme south-west for dairjdng. 
With a small population and limited resources capable of development, 
Tasmania has more difficult problems than those of the other five States. 
Her unproductive assets, for example, are a growing burden and her tax- 
able capacity is low. Loan losses per head are relatively very high^ and are 
a heavy burden on the State finances. Indeed they are much higher than 
those of South Australia and Western Australia. The main factors contri- 
buting to this are losses on railways, roads and bridges, and land settlement. 

1 See Table 16, Part III. 
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These variations in the economic position between States led the 
Commonwealth Grants Commission to lay down the fundamental principle 
that '' Special Grants from the Commonwealth Government are justified 
when a State through financial stress from any cause is unable efficiently 
to discharge its functions as a member of the federation and should be 
determined by the amount of help found necessary to make it possible 
for that State by reasonable effort to function at a standard not appreciably 
below that of other States ’’A A Federation, in short, cannot work on a 
strict book-keeping system, and it must be elastic in providing for change 
by constitutional amendment and for co-operation in supplementing the 
Constitution. Financial adjustments are necessary in the case of the 
units against whom the financial scheme of Federation may work un- 
favourably. The Centre and units more fortunately placed must make 
their contribution to the common cause of Federation. It cannot be 
expected that each of the units, economically or geographically, can be 
identical, and national policy may affect some of the units more detriment- 
ally than others. It is necessary for the Centre to intervene so that the 
citizens in the Federation should have a minimum standard of social and 
other services. In this way the financial inequality of the units is remedied 
and the effective working of the Federation made possible. 

We have referred to the development by the States of a policy of 
protection to rural production through subsidies and similar assistance, a 
policy of extending and intensifying settlement. This was a policy for the 
development of primary industry by State assistance. It clashed with the 
claims of secondary industry for protection by tariffs. The tariff was used 
as an instrument of development because it tended to produce a larger 
population and a better balanced economy. It imposed, however, a 
burden on exports ; yet in spite of it the main exports, wool and wheat, 
have increased. Tariff policy has raised the prices of protected goods, 
and these include the primary pBoducts butter, sugar and tobacco. 
According to the Commonwealth Grants Commission, all sheltered 
products and activities, such as potatoes, bricks, transport and retailing, 
adjust their prices to the new level of costs. Unsheltered industry, which 
in Australia is predominantly export industry, is subject to world demand, 
and cannot raise its prices. In Australia, higher costs of consumption 
goods are nearly all passed on quickly, and often automatically, to wages 
and the costs of industry. It follows that the greater part of the cost of 
protection is passed on and finally borne, not by the consumer, but by the 
export industry.’’ ^ States which have a large amount of unsheltered in- 
dustry are Western Australia and South Australia, which had respectively 

^ Commonwealth Grants Commission, Third Beport (F. 2251, 1936), Chap, vi, p. 75. 

® Ibid., p. 64. 
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60 and 47 per cent out of the total production of such industry in 
1932-33 ; the percentage for all States was 35 per cent, for Queensland 24 
per cent, for Victoria 29 per cent, for New South Wales 36 per cent and for 
Tasmania 39 per cent.^ By unsheltered production is meant the produc- 
tion of primary products including minerals. Western Australia has 
always alleged that it is almost impossible to set up factory industries in 
competition with those of the Eastern States : Interstate free trade has 
exposed her infant industries to the competition of similar industries in 
the Eastern States. ‘‘ If such industries the Government of Western 
Australia stated, “ could have been established successfully, our population 
would have been greater, the avenues of employment increased, and the 
[State’s] national income augmented to an extent that cannot be measured 
only by the excess cost of imports from the Eastern States.” ^ 

The ideas behind the policy of protection which is followed by the 
Commonwealth, ideas typical of not always very clear protectionist 
arguments, are best stated in The Australian Tariff, An Economic Enquiry, 
by Professors Copland, Giblin and Brigden and Messrs. Dyason and 
Wickens.^ It is a report of an informal Committee invited by the Prime 
Minister to study the tarifi problem. It pointed out that Australia’s 
exports were primary products, the products of agriculture and mining, 
while her imports were mainly manufactured goods. Protection had 
conferred a double benefit. First, it had diverted resources from the 
primary industries where diminishing returns are in operation and where 
declining export prices would have resulted. Resources were diverted 
into secondary industry. A shift of the terms of international trade 
would have occurred without protection. To produce as great a national 
income under free trade as under protection it would have been necessary 
to expand primary industry already producing at increasing costs, and 
any addition to exports would, without doubt, depress prices. The issue 
did not, it may be noted, arise from protection to agriculture as in Great 
Britain, but from protection to manufactures. Secondly, the permanent 
poUcy of protection had added to the national income by increasing 
the share of wages where the largest number of people was supported on 
more generous lines. The tariff, in short, had subsidised labour at the 
expense of landowners. Opportunity for employment had increased and a 
higher standard of living was the result. The advantage of protection 

^ Commonwealth Grants Commission, Third Report, Appendix 19, p. 206. 

2 Statement of Case, quoted by the Commonwealth Grants Commission, Fourth 
Report (F. 1816, 1937), p. 49. 

® The Australian Tariff, A 71 Economic Enquiry (Melbourne University Press in asso- 
ciation with Macmillan & Co, Ltd., second edition, 1929). Cf. Copland, “ A Neglected 
Phase of the Tariff Controversy ”, Quarterly Journal of Economics, Feb. 1931. For a 
criticism of the Australian case see Anderson, “ Protection and the Historical Situation : 
Australia ”, Quarterly Journal of Economics, Nov. 1938. 
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is in the maintenance of a larger population than could have been expected 
at the same standard of living without the protective tariff.” ^ The 
Committee did not attempt to estimate the net benefit or the net burden 
to the six States separately and was unable to adopt the provisional 
estimates made previously by two of their number.^ The Committee 
estimated that Australian products which are protected cost, in 1926-27, 
£36 millions, more than the same goods could have been imported for, 
duty free. Protected manufactured goods cost about £26 millions more 
than free imports and protected primary products about £10 millions, a 
total of £36 millions, or £6 per head of population. 

In so far as the establishment of secondary industry involves a 
subsidy from the community, which falls with especial severity on export 
industry, there is a clash of interest between secondary industry and the 
interests which depend upon primary industry. Moreover, the secondary 
industries tend to be developed in the Eastern States. These are nearer 
the great coal-fields, and have the larger populations, and as they had an 
early start, the modern tendency to concentration makes these industries 
even larger. The more sparsely settled outer States could never establish 
these industries except at great cost to themselves. As a result the 
clash between the interests of primary and secondary industries tends to 
grow into a conflict between the more closely populated Eastern States 
of Victoria and New South Wales and the sparsely settled marginal 
States of South Australia, Western Australia and Tasmania. Queensland 
occupies a middle position because of her enormous pastoral wealth, the 
small proportion of really arid country, and the high return of the sugar 
industry, protected by an embargo and price agreement which is now 
equivalent to a duty of about 250 per cent.” ^ Table I overleaf shows 
the production by States in 1937-38. 

Another noteworthy feature of Australian national economy is the 
high per capita income which prevail^ in spite of the policy of protection, 
and which is responsible for some of the arguments quoted above (cf. pp. 
105-6). Australia belongs to the high national income group of countries, 
the other countries being the United States, Canada, New Zealand, Great 
Britain and the Argentine. With a population of only about 7 millions 
the national income in 1937-38 was £796 millions, or £113 per annum per 
head of the total population, or over £2 per week, a large figure. If the 
breadwinner alone be taken, Australia’s national income per head, like 
others of the £2 a week group, is double that amoimt. But, however, 
this group contains only 10 per cent of the world’s population. No 

^ O'p. cit.j p. 140. 

^ Ih%d, Appendix W (The Effects of the Tariff upon State Finances), p. 229. 

® Commonwealth Grants Commission, Third Report (F. 2251, 1936), para. 65, p. 39. 
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Peoductiok by States, 1937-38 * 
(£ millions) 


1 

1 state 

j 

Agriculture, 

Dairying, 

[ Poultry, Bees, 
Forestry and 
Fisheries 

Pastoral 

Mining 

Total 

Primary 

Industry 

Manufactures 

(Secondary 

Industry) 

i 

Grand | 
Total , 

! 

New South Wales 

3M 

35*3 

12*0 

78*4 

85*2 

163-6 

Victoria . 

30-5 

19*5 

2*3 

52-3 

64*9 

117-2 

Queensland 

21-9 

16-2 

3*6 

41-7 

18-6 

60-3 

South Australia . 

12-3 

5-1 

2*6 

20-0 

13-8 

33-8 

Western Australia 

8*8 

4*5 

9*4 . 

. 22-7 

8*6 

31-3 

Tasmania . 

4*4 

1*6 

2-3 

8-3 

5*4 

13-7 

Total . 

109-0 

82*2 

32*2 

223-4 

196-5 

419-9 


* Compiled from data iix Appendix 10, Commonwealth Grants Commission, Eighth Eeport (1941). 


less than 81 per cent of the world’s population has an average income per 
breadwinner below £2 a week, so that the world as a whole is poor in 
comparison with the first group of countries above. An intermediate 
group covering 9 per cent of the world’s population includes the principal 
industrial countries of Europe with an average income per breadwinner 
of between £2 and £4 weekly.^ Australia’s income in 1937-38, the pre- 
rearmament year, was higher than in the pre-depression year 1928-29, 
and very much higher than in 1931-32. This is clearly brought out in the 
following table ; 

TABLE II 

The National Income of Atjstealia * 


Year 

National Income 
(£ millions) 

Index Numbers 
(100 = 1928-29) 

1928-29 

768 

100 

1929-30 

730 

95 

1930-31 

566 

74 

1931-32 

528 

69 

1932-33 

550 

72 

1933-34 

609 

79 

1934-35 

632 

82 

1935-36 

704 

92 

1936-37 

760 

99 

1937-38 

796 

104 

1938-39 

788 

103 

1939-40 

1 863 

112 

1940-41 

i 925 I 

120 


* Cf. Colin Clark and J. G. Crawford, The Austmlmn 
Commission, Seventh, Eighth and Ninth Eeports. 


National Income^ Commonwealth Grants 


^ Cf. Colin Clark, The Conditions of Bconomic Progress. 
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The table also shows the effect of the change-over from a peace-time 
to a war-time economy. In 1939-40, for example, as compared with 
the previous year, there was an increase of 9 per cent, and in the following 
year of 8 per cent. Among the factors making for an increase, the most 
important was the great drive to increase the production of munitions 
of war with the consequent demand for labour and the rise in wages, 
especially in the industrial States of New South Wales and Victoria. 
The trend towards increasing productivity with the aid of machinery 
and the better organisation of labour-power and resources has been 
marked in recent years in Australian as in British industry. This has 
been specially intensified since 1939-40. On the other hand, there have 
been the adverse influences arising from the dislocation of overseas trade. 
Owing to war demands on shipping, Great Britain has been unable to 
absorb the normal imports from Australia. This has severely affected 
the States which were most dependent on primary production, such as 
South Australia and Western Australia in regard to wheat and Tasmania 
in regard to fruit. 

Australia’s prosperity, indeed her very existence, depends on making 
the most of her specialised resources and on exchanging them on as 
advantageous terms as possible for her other requirements. Australia, 
as we have seen, is the world’s largest producer of wool, and she is also 
one of the world’s important producers of wheat. Out of a total export 
trade of fA157*6 millions in 1937-38 the exports of wool amounted to 
£47*0 millions, wheat and flour to £26-9 millions, meat to £12*3 millions, 
butter to £10*8 millions, hides and skins to £6*2 millions, fruit to £6*0 
millions and sugar to £4*0 millions. Of minerals export gold amounted 
to £13*9 millions, and lead and spelter to £5*7 millions. On the other 
hand, her imports were mainly manufactured goods which she could not 
make so cheaply. Of her imports from abroad, amounting to £114*0 
millions sterling, some of the most ^important were piece goods £12*0 
millions, motor cars, chassis, bodies and parts £7*8 millions, iron and steel 
£5*0 millions, electrical machinery, cable and wire £5*0 millions, motive 
power machinery other than electric £3*7 millions, drugs, chemicals and fer • 
tilisers £5*3 milHons, tea £2*4 millions, tobacco, cigarettes and cigars £2*0 
milhons. The greater part of Australia’s customs and excise revenue, 
normally over 60 per cent, is the result of the policy of protection, and this, 
it may be noted, makes it impossible to adjust revenue easily to meet 
the needs of the Commonwealth. Moreover, business conditions and, in 
war-time, shipping have a great effect on it, a much greater effect than 
on any other major branch of taxation. In 1930-31 customs and excise 
revenue fell by 32 per cent, while direct taxation. Commonwealth and 
State, actually increased in that year. Even inclusive of the sales tax 
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the fall in total indirect taxation in 1930-31 was 25 per cent. Incidentally, 
were the Commonwealth to confine itself to customs and excise it would be 
in an uncertain position, and as the Commonwealth Grants Commission 
has more than once pointed out, any nice adjustment of taxing powers to 
responsibilities would be impossible in practice. 

Conclusions on the National Economy 

Australia’s economy is very dependent on international trade, which 
accounts for a considerable proportion of her national income. Her 
resources are such that she specialises on primary products, in several of 
which she is one of the world’s biggest producers. Nevertheless, she has 
for a long time pursued a policy of high and increasing protection, especially 
to secondary industry. This has resulted in a more diversified economy. 
The national income is very high, but the policy of protection has intensi- 
fied the effects of the great physical and economic differences between the 
more populous and prosperous States of New South Wales, Victoria and 
Queensland, and the marginal States of South Australia, Western 
Australia and Tasmania. These differences, together with financial 
policies that have not always been very prudent in the past, have necessi- 
tated financial assistance in the form of annual special grants from the 
Commonwealth to the marginal States. The grants are intended to 
enable these States, with reasonable effort on their own part, to provide 
social and other services at a level similar to that of the other States. 

11. The Constitutional Background 

By the Commonwealth of Australia Constitution Act, 1900,^ which 
came into force in the following year, the Australian Parliament has the 
power to make laws for the peace, order and good government of the 
Commonwealth with respect to {inter alia) taxation ; but so as not to 
discriminate between States or parts of States At the time of 
federation the Commonwealth was given limited financial powers. It 
was granted under the Constitution (section 88) exclusive power to levy 
indirect taxation in the form of customs and excise. But under section 
87, known as the Braddon clause, only one-fourth of the net revenue from 
these duties was allocated annually to Commonwealth expenditure during 
the years 1901 to 1910, the remainder being handed over to the States, 
Alternatively, it could have been applied towards the pa 5 anent of 
interest on debts of the several States taken over by the Commonwealth 

^ 63 & 64 Viet. chap. 12, ameiided in 1928 by the addition of section 105a giving effect 
to the powers conferred on the Commonwealth by section 105. 

2 Section 51, 
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During the last war, however, inJ.915rlA3he. Commojowealtli levied^a 
direct tax in .the form of an income tax. Before this date, viz. in 1910-11, 
it had levied the land tax and in 1914-15 estate duties, both direct 
taxes. In 1930-31 its indirect taxing powers were extended to sales taxes 
levied on home-manufactured and imported goods. The Constitution 
gives the Commonwealth the widest taxing powers, both in direct and 
indirect taxation. The States, having agreed to assign to the Central 
authority under the Constitution customs and excise taxes (including 
sales taxes), have been left almost entirely with direct taxes. During the 
last four decades balance between the revenues of the Commonwealth and 
States has been maintained by recurring and non-recurring grants to the 
States from the Commonwealth which amoimted during the period 1901- 
1941 to the large total of £385 millions.^ In Federations, especially at 
certain stages of development, redistribution of revenue is to some degree 
inevitable, and Australia is no exception to the rule. Experience showed 
that inequalities as between the States occurred and it was found that 
certain States could not discharge, without assistance, their functions 
efficiently. The Commonwealth Grants Commission, under section 96 of 
the Constitution,^ laid down the principle mentioned on p. 107 above. 

In the pre-rearmament year, 1937-38, apart from invalid and old-age 
pensions financed by the Commonwealth Government and costing £15*8 
millions, the Commonwealth made the following payments to or for the 
States : interest on States’ debts £7*6 millions, sinking fund on States’ 
debts £1*5 millions, special grants under section 96 of the Constitution 
£2*4 millions, Federal Aid road grants £4T millions, other grants £0-5 
million : total £16*1 millions.®’ ^ In 1942-43 invalid and old-age 
pensions were estimated to be £22*4 millions, and payments to the States 
from Consolidated Revenue £41*1 millions.^ 

At the various conferences of Commonwealth and State ministers and 
in the press it has sometimes been claimed that there has been invasion 
of a field of taxation reserved by the Constitution for the States. But 
a careful examination of the proceedings of these conferences and the 
reports of the Commonwealth Grants Commission as well as of the Con- 
stitution Act itself proves that no such invasion took place. There is 

^ Amount paid from Consolidated Revenue Fund, excluding payments for relief of 
primary producers, medical research, etc. 

2 Section 96 reads, “ During a period of ten years after the establishment of the 
Commonwealth and thereafter until the Parliament otherwise provides, the Parliament 
may grant financial assistance to any State on such terms and conditions as the Parlia- 
ment thinks fit ”. 

3 See Table 19, Part III. 

^ Excluding relief of primary producers. 

® Excluding relief of primary producers, but including £27*8 millions for income tax 
and entertainments tax reimbursement. 
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certainly nothing in the Constitution which would justify this contention. 
The States, for example, were never given the entire field of direct taxation 
for themselves. The steadily widening field of Federal activity and the 
increasing cost of defence frona the first decade of the present century 
made any such separation of revenues impossible even at the time when 
the Commonwealth had only just embarked on a national programme. 
Customs and excise revenues would have been quite inadequate to finance 
the 1914-18 war and the Commonwealth, therefore, had to resort to direct 
taxation.^ Total war always throws added gigantic burdens and responsi- 
bilities on a Federal Government. 

These points may be made clearer by a short survey of the salient 
changes in the financial history of the Commonwealth. These may be 
grouped conveniently into four stages : (1) the period of the Braddon 
clause — section 87 of the Constitution — which covered the years 1901 
to 1910 ; (2) the period from 1910-11 to 1926-27, the period of the per 
ca'pita payments ; (3) the period from the Financial Agreement Act, 1928, 
to 1942, the period when the Commonwealth took over the debts of the 
six States and the Loan Council was formed ; and (4) the period of 
the ascendancy of the Commonwealth Government from the passing of the 
legislation to implement the uniform income tax plan, i.e, from 4th Jung 
1942 to the present time. Each of these periods corresponds to major 
changes in financial policy. 

(1) Period I (1900-1901 to 1909-10). — In regard to the first of these 
periods, from 1901 to 1910, monthly payments to the States of all the 
surplus revenue of the Conomonwealth were provided for in sections 87, 
89, 93 and 94 of the Constitution. Each State was credited with the 
Commonwealth revenue collected in that State and debited with the 
expenditure incurred on its behalf in the transferred departments, and 
also with a share of the new expenditure of the Commonwealth on a per 
capita basis. This is generally known as the book-keeping system 
This was, imder the Constitution, to^continue until 1906-7 (the expiry of 
the fihst five years provided for in section 93), or until “ Parliament 
otherwise provides The '' book-keeping system ’’ could thus be 
changed by the Commonwealth Parliament at any time after 8th October 
1906, the date of the expiry of the five-year period. Pajunents to the 
States of surplus revenue of the Commonwealth ceased when the Common- 
wealth began to pay invalid and old-age pensions. This gave rise to 
criticism. In 1907-8 the Commonwealth paid its surplus revenue into 
a trust account as a reserve for these pensions, a procedure which was 

^ The CoEamoiiwealih Grants Commission clearly shows that it would have been 
impossible for the Commonwealth to vacate the field of direct taxation even if it had 
discontinued the per capita payments {vide table on p. 23, First Report, F. 3390, 1934). 
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challenged by the State of New South Wales, but upheld by the High 
Court. The State of Western Australia was permitted under section 95 
of the Constitution to impose for five years customs duties on goods passing 
into that State and not originally imported from beyond the Common- 
wealth, such duties being collected by the Commonwealth. It may be 
noted that in the Constitution as it came from the final Convention in 
Melbourne the provision that three-fourths of the revenue from customs 
should go to the States was a permanent one. But free-traders believed 
that the raising of a customs revenue four times greater than was required 
by the Commonwealth Government would mean a victory for protection, 
and others were uncertain of the future of State revenues. Owing to these 
fears a compromise was made limiting the payments to the States to ten 
years. Section 96 was also inserted providing for special grants during 
these first ten years of Federation, and thereafter if Parliament thought 
these to be necessary. 

(2) Period II (1910-11 to 1926-27). — In 1910 a scheme of jper capita 
payments was adopted by the passing of the Surplus Revenue Act of that 
year, and payment became effective from 1st July. A special payment to 
Western Australia of £250,000 per annum in the first year, thereafter 
progressively decreasing by £10,000 each year, was included in this Act.^ 
No constitutional amendment took place when it was passed, and thus 
the position of the States was insecure. A constitutional referendum was 
indeed taken, but it was rejected as it was thought the proposed amend- 
ment might leg-rope the Commonwealth The various Governments 
continued, however, to honour the agreement for per capita payments. 
The Act of 1910 provided that it should continue for ten years from 1st 
July 1910, and thereafter until Parliament otherwise determined. Per 
capita payments continued until 1926-27. 

(3) Period III (1927-28 to 1941-42). — The Commonwealth Govern- 
ment was under no obligation to continue the per capita payments and 
the Surplus Revenue Act was repealed. The States, faced with the loss 
of per capita payments, accepted certain proposals incorporated in the 
Finance Agreement of 1927, and hence in the Financial Agreement Act 
of 1928. This has improved the credit of the States as a whole.^ Inde- 
pendent borrowing by the States increased the cost of loans, and since 
1923 borrowing programmes have been considered from time to time at 
conferences at which the Treasurers of the Commonwealth and of the States 
formed themselves into an advisory but not an executive body — the Aus- 
tralian Loan Council. Between 1923 and 1927 it arranged for the amounts 

1 See Table 20, Part III. 

2 Tbe interest contributions of the Commonwealth, however, will not increase as 
population increases and, therefore, the position of the States may grow less favourable 
as time goes on. 

I 
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to be borrowed by tlie Commonwealtli and the six States. By tbe Financial 
Agreement Act of 1928 this advisory body officially became the Australian 
Loan Council. It was the Central authority which arranged within 
prescribed limits all borrowings, conversions, renewals, redemptions and 
consolidations of the public debts of the Commonwealth and of the States. 
The Commonwealth took over the public debts of the States but left them 
to find the interest. The Commonwealth shared among the States an 
annual sum of £7,584,912, the equivalent of the fer cajpita payments for 
1926“-27, as a contribution towards interest on these debts. It also paid for 
certain sinking fund contributions. The Constitution was amended (by 
section 105 a, added in 1928) to give effect to the powers originally conferred 
on the Commonwealth in section 105 of the Constitution and used in the 
Financial Agreement of 1927. Section 105 a is as follows : 

(i) The Commonwealth may make agreements with the States with respect 
to the public debts of the States, including : 

{a) the taking over of such debts by the Commonwealth ; 

(6) the management of such debts ; 

(c) the payment of interest and the provision and management of sinking 
funds in respect of such debts ; 

(d) the consolidation, renewal, conversion and redemption of such debts ; 

(e) the indemnification of the Commonwealth by the States in respect of 
debts taken over by the Commonwealth ; and 

(/) the borrowing of money by the States or by the Commonwealth, or 
by the Commonwealth for the States. 

(ii) The Parliament may make laws for validating any such agreement made 
before the commencement of this section. 

(iii) The Parliament may make laws for the carrying-out by the parties 
thereto of any such agreement. 

(iv) Any such agreement may be varied or rescinded by the parties thereto. 

(v) Every such agreement and any such variation thereof shall be binding 
upon the Commonwealth and the States parties thereto notwithstanding 
anything contained in this Constitution or the Constitution of the several 
States or in any law of the Parliament of the Commonwealth or of any 
State. 

(vi) The powers conferred by this section shall not be construed as being 
limited in any way by the provisions of section one hundred and five of 
this Constitution. 

The period from the Financial Agreement of 1927 to 1942 separates 
into fwo well-marked divisions — that before the depression of 1930 and 
that from the depression to 1942. Before the depression the total deficits 
were not high. Indeed, in Victoria and Queensland they were low. 
After the depression the deficits were very abnormal in the States, at any 
rate until 1936-36. An examination of the surpluses and deficits of the 
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Comnionwealtli shows between 1929-30 and 1939-40 a net surplus of 
£6*5 millions in the Commonwealth accounts. In nine of the eleven years 
there were surpluses. In 1930-31 there was an abnormal deficit of £10*8 
millions, but in the succeeding years there was a surplus of £18*8 millions. 
In the same period the net deficit of New South Wales was £43*6 millions, 
that of Victoria £7*8 millions, that of Queensland £8*1 millions, that of 
South Australia £6*5 millions, that of Western Australia £6*0 millions and 
that of Tasmania £0*9 million. The total net deficit for the period 1929-30 
to 1939-40 was £72*8 millions for all States combined and £66*3 millions 
for Commonwealth and States.^ The losses on loan works in the States 
rose to a very high figure. ‘‘ It is obvious ”, said the Commonwealth 
Grants Commission, that the depression has been the chief factor in 
increasing the deficits of the States. The depression affected the Common- 
wealth in a most striking way, owing chiefly to the great reduction in 
customs revenue. This led to an increase of Commonwealth taxation in 
the form of a drastic impost on property incomes, a primage duty on 
imports and the sales tax, which is a form of excise taxation and there- 
fore not open to the States.^ The Commonwealth was also helped very 
much by the suspension by the British Government of payments in respect 
of war debt.” ® 

In 1933 the Commonwealth Government appointed the Commonwealth 
Grants Commission of three members to enquire into and report upon 
claims made by any State for a grant of financial assistance under section 
96 of the Constitution. The grants recommended in 1937-38 were as 
follows : South Australia £1,200,000 ; Western Australia £575,000 ; 
Tasmania £575,000 ; making a total of £2,360,000. In 1942-43 they were 
£550,000, £800,000 and £57 5,000 respectively, making a total of £1 ,925,000.^ 

(4) Period IT (from 1942 onwards). — ^It is not possible to demarcate 
with accuracy the beginning of the fourth period wMch for convenience is 
placed as from 1942. This year has jDeen selected as it marks the passing 
of the uniform income tax law by the Australian Parliament and the 
High Court’s judgment validating it. It is, in short, a landmark in 
Australian constitutional and financial history. 

It will be recalled that in Canada in April 1941 the Minister of Finance 
offered compensation to the Provincial Governments in respect of personal 
and corporation income taxes and the guarantee of gasoline 'tax revenues, 
if they would vacate the personal and corporation income tax fields for 

^ See Commonwealth Grants Commission, Eighth Report (F. 1357, 1941), Appendix 
20, p. 125. 

* In 1932-33, in the depth of the depression, Federal, State and Local Anthority taxa- 
tion was 20 per cent of the national income ; in 1939-40 the proportion was 18-2 per cent. 

® Commonwealth Grants Commission, Third Report (F. 2251, 1936), p. 29. 

^ See Table 20, Part III. 
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the duration of the war in order that a uniform tax may be levied 
throughout the Dominion on persons and corporations. The Provinces 
accepted the proposal, the Dominion-Provincial Taxation Agreement Act 
was passed, and in the Budget for 1942-4:3 $84,428,000 were provided for 
compensation. An efiective and equitable tax policy during the war was 
thus made possible. In Australia the highest amount of taxation was 
imperative to finance the war, but the Commonwealth Government was 
severely handicapped in getting a reasonable return from the taxation 
of income by the high rates of income tax prevailing in some States. In 
January 1941 the Commonwealth Government submitted to the States 
alternative proposals for the reduction of all State income tax to the level 
of the most lightly taxed State or an increase to the level of the most 
heavily taxed. In the former case the States were to be compensated for 
their sacrifice of revenue by Commonwealth grants, and in the latter case 
the increased taxation was to be lent to the Commonwealth. The States 
rejected these proposals^ On 27th June 1941, at a meeting of the Loan 
Council, the Commonwealth put forward a fresh proposal that the States 
should vacate the income tax field for the duration of the war in favour of 
the Commonwealth, and accept £30 millions annually in compensation, of 
which £24*5 millions would be distributed on a basis of £3 : 10s. per head 
of the population, the balance to be divided on any basis to which the 
States could agree. The Treasurer (Mr. A. W. Fadden) said that the 
Commonwealth must make the maximum demand on the taxpayer (who 
is the same taxpayer both in regard to Commonwealth and State taxation), 
and that the claims of the Commonwealth must come first. Otherwise, 
the var 3 dng incidence of State taxation may have to be overlooked by 
raising the Commonwealth taxation on high incomes (which were already 
heavily taxed in some States), or by abolishing the allowances on State 
income tax, such as the deduction which is allowed for Commonwealth 
tax purposes, and also many other, concessions enjoyed by taxpayers. 
Either course would affect the State differentially. Thus Victoria, with 
an income tax of £2 : 11 : 4 per head of population, would not be affected 
to the same degree as Queensland, where the rate was £5 : 12 : 2 per head, 
or as New South Wales, where it was £5 : 10 : 7. The alternative course 
might be acceptable to Queensland but Victoria might regard it as unfair. 
With the exception of the Premier of South Australia all the State premiers 
opposed the proposals of the Commonwealth Government as imposing 
unconstitutional and crippling burdens. The Premier of Victoria protested 
that his State would be penalised for its long record of prudent finance to 
relieve the improvident States. If the State vacated the income tax field 
there would be a huge increase in Commonwealth taxation on low and 
medium-sized incomes in Victoria to bring the total taxation to that 
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payable by Queensland and New South Wales. The Premiers of Queensland 
and Western Australia, on the other hand, held that the lower rates in 
Victoria have been made possible, not by better financial methods, but by 
the high protection policy of the Commonwealth. This, in their view, has 
made it easier to maintain a balanced Budget in the highly industrialised 
States than in those dependent almost entirely on primary production and 
disastrously sensitive to world price fluctuations. 

War finance exigencies continued to force the issue of financial read- 
justments for the duration of the war, in spite of the States’ cry that 
State sovereignty was endangered by what was called unification by 
finance A Committee, appointed to consider a scheme of uniform income 
taxation for the Commonwealth, consisting of Professor R. C. Mills, of 
the University of Sydney, Mr. Scullin and Mr. Spooner, presented a report 
early in April 1942. They recommended the retirement of the States from 
the field, of income taxation for the duration of the w^and one yea r 
thereafter^ the substitution of the Commonwealth as the one income: 
taxing authority as from 1st July, and conapensation to the States for loss 
of revenue- On 22nd April the Premiers’ Conference representing the 
Governments of all the States and of the Commonwealth rejected by a 
decisive majority the Commonwealth Government’s proposal. This was 
done although the Commonwealth Prime Minister had clearly stated 
that the Commonwealth must have complete freedom of action over the 
whole field of income tax throughout the war, with the right to take all 
additional proceeds of the increasing national income or the increased 
rates of taxation, and the States should limit their share of income taxation 
to £34-5 millions annually during the war. Three weeks later the Common- 
wealth Treasurer (Mr. Chifley) introduced into the House of Representa- 
tives three bills for a uniform tax throughout Australia — one bill provided 
for the temporary transfer to the Commonwealth of the trained stafis, 
accommodation and equipment of Jhe States used for the collection of 
income tax, a second bill provided the payment for that assistance and 
for income tax to be equalised throughout the Commonwealth according 
to ability to pay, and a third bill provided that the payment of Federal 
income tax should have priority over the States income tax during the 
war and for one year thereafter. The Commonwealth estimated an 
^additional yield of from £12 millions to £15 millions for war purposes. 
The States were to receive grants based on their average income tax 
collections for the last two years. The bills passed both Houses — the 
House of Representatives on 29th May and the Senate on 4th June. The 
new measures were to come into force on 1st August. The Governments 
of Victoria, Queensland, South Australia and Western Australia applied 
to the High Court for a decree invalidating the Acts as ultra vires under 
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the Commonwealtli Constitution. The case was heard before a full Bench 
of the High Court on 22nd June, and on 23rd July the Commonwealth 
Acts were held, in a majority judgment, to be valid in their entirety. It 
was held that these Acts were a genuine exercise of Parliament’s defence 
power. It was essential for the effective prosecution of the war, which 
was being carried on to preserve the very existence of the Common- 
wealth and the States, that the entire resources of the country 
should be marshalled in the war effort. The Commonwealth, therefore, 
must have command of the sinews of war, of which income tax 
was a very important one. On 1 1th August at a Premiers’ Conference 
the Commonwealth Prime Minister (Mr. Curtin) announced that the 
Commonwealth proposed to levy an entertainments tax which hitherto 
had been a State source of revenue, and he assured the premiers that 
the Commonwealth did not propose any further encroachment. This 
was regarded by the States as another inroad on the States’ taxation 
field. Mr. Curtin said that the Commonwealth would levy a uniform tax 
yielding £3 millions a year as against £0*75 million raised by five States, 
Queensland at present not imposing an entertainments tax. The Common- 
wealth would refund to the States what they received from the tax in 
the current financial year. The Treasurer of Queensland said that his 
Government proposed to introduce an entertainments tax because of the 
imposition by the Commonwealth of a uniform income tax. All the State 
premiers, with the exception of Tasmania (who accepted the proposal for 
the war only), opposed the Commonwealth’s scheme. Mr. Curtin informed 
the Conference that the Treasurer would submit the proposal to each 
State separately, and, if the States did not agree, the Commonwealth 
would impose on the States’ entertainments taxes a uniform Federal tax. 
It should be noted that the Commonwealth levied an entertainments 
tax from 1916-17 to 1932-33. Mr. Curtin said the proposed tax was a 
luxury tax enforcing the required approach to austerity. [[Finally all the 
States agreed to withdraw jBcom the entertainments tax field and were 
compensated on the basis of the previous year’s revenue from this source. 
The new Commonwealth tax was a steeply graduated one rising to as much 
as 5s. lOd. on 12s. 6d., which is the cost of admittance to race meetings. 

It is now possible to summarise the financial scheme of the Con- 
stitution : 

(1) The Commonwealth has the widest powers of taxation under the 
Constitution, Federal taxation taking priority over State taxation. It 
has exclusive power to impose customs and excise duties, including sales 
taxes, a form of excise taxation. Its main source of revenue is customs and 
excise, and since the outbreak of war income and sales taxation has been 
extended. Other sources of revenue are estate duties, the land tax and, 
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in 1942, the entertainments tax to which it was decided to revert, reclassi- 
fied as a direct tax. From 1916-17 to 1932-33 the Commonwealth had 
levied an entertainments tax, and from 1930-31 onwards a sales tax. In 
1937-38 Commonwealth taxation was £69-0 millions. Indirect taxes 
yielded £564 millions (£8:4:4 per head of population) and direct taxes 
£12»6 millions (£1 : 16 : 10 per head of population) — a total of £10 : 1 : 2 
per head of population. 

(2) Except in regard to customs and excise including sales taxation, 
both the Commonwealth and the States have full powers of taxation. 
The main sources of State taxation are the income tax (including the 
dividend tax and other taxes on income), probate and succession duties, 
other stamp duties, the land tax, lotteries (in Queensland and Tasmania), 
the taxation of racing, motor vehicles, liquor and entertainments, and 
licences. 

Taxation by the States in 1937-38 amounted to £49*7 millions, or 
£7 : 5 : 2 per head of population, of which £36*9 millions was direct and 
£13*8 millions indirect. 

(3) The Commonwealth makes very considerable payments from 
revenue to the States in connexion with States’ debts, grants for Federal 
Aid roads and works, special grants, grants for local public works, medical 
research and other items. In addition, assistance is given for relief of 
primary producers in the form of assistance to the wheat and other 
industries and of bounties. Primary producers also receive payments 
from the loan fund. Payments from revenue made direct to the States 
and excluding assistance for the relief of primary producers in 1937- 
1938 amounted to £16-1 millions. Of this, £9*9 millions, or 11*5 per cent 
of the revenue of the States in that year, enters into the Consolidated 
Kevenue and similar accounts included in Tables VI and VII on pp, 
128-9 and 130-31.1 

(4) Special grants under section, 96 of the Constitution are made to , 
three of the six States — to Western Australia since 1910-11, to Tasmania 
since 1912-13 and to South Australia since 1929-30. The fundamental 
principle, laid down by the Commonwealth Grants Commission and 
quoted above, is that such grants are necessary when a State is unable to-^ 
perform efficiently its functions as a unit of the Federation, and the grant 
is determined by the amount required to make it function, with reasonable 
effort, on a standard not appreciably below that of other States. The aim 
is to produce Budget equilibrium without impairing State responsibility. 
This necessitates the measurement of relative financial position, which en- 
tails Budget corrections on account of variations in accounting practice, and 
adjustments on account of economy in expenditure, severity of taxation, 

^ See also Tables 3, 4, 18 and 19 in Part III, 
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and maintenance of capital equipment. Such grants are required in a 
Federal system mainly for three reasons. In the first place, it is impossible 
to relate finance to function, and there is consequently maladjustment 
between the Centre and the units in the distribution of constitutional 
powers. Secondly, in a Federation there is always specialisation, which 
increases the differences between the units and benefits some more than 
others. It may even benefit the Centre at the expense of the units if 
their specialisation is due to tariff protection ; the Eastern States of the 
Commonwealth are a good example. These are permanent factors. A 
less permanent factor is that the weaker States in a time of depression are 
an embarrassment to the Federation unless they are assisted. This is 
especially so where the loan policy of the States has been unwise, as in 
the case of some States of the Commonwealth. The 1942 Acts of the 
Commonwealth Parliament on uniform income tax throughout the 
Commonwealth, ,with the High Court’s judgment upholding these Acts, 
show the overriding power of the Australian Parliament in taxation. 
During the forty years of Australian Federation the Commonwealth has 
greatly increased its governmental functions, and this has required the 
raising of greater revenues. This tendency has been very much accelerated 
by the war, as it was, though to a lesser extent, by the war of 1914-18. 
Total war adds enormously to the burdens and responsibilities of the 
Federal Government. The judgment of the High Court makes it clear 
that the Commonwealth’s power to pass legislation virtually depriving the 
States of their taxation powers does not depend on the existence of a state 
of war in which the Commonwealth may exercise unlimited emergency 
powers. The Et. Hon. William Hughes, K.C., holds that the judgment is 
the final answer to the States’ pretensions to sovereign powers ”, and 
the Rt. Hon. R. G. Menzies, K.C., a former Attorney-General of the 
Commonwealth Government, believes the judgment to be the beginning 
of a new era in which the Federation of Australia must be -regarded as 
much more a unitary form of government and much less a Federal system 
than it was thought to be. In this respect, therefore, it is becoming similar 
to that of the Union of South Africa, and should a change in the Constitu- 
tion take place after the war it is not unlikely that this will be on the 
South African model. Forty years’ working of the Constitution shows 
that it requires revision, and public opinion, when it thinks about the 
matter at all, increasingly thinks of Australia as a whole. The questions 
of investing the Australian Parliament with greater functions, of the 
division of the States into many more Provinces with modest Provincial 
Councils, and of the increase in the membership of Parliament, are outside 
the scope of this Report. These points, however, have gained new import- 
ance in view of recent happenings in the financial relations of the 
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Commonwealtli and the States.^, Without sound finance, sound government 
is not possible, and without sound government, sound finance is also 
impossible. J 

The trend towards increased importance of the Commonwealth in the 
constitutional framework has been strikingly demonstrated by the recent 
provisions for post-war reconstruction. On 22nd September 1942 Mr. 
Curtin, the Commonwealth Prime Minister, announced that the Cabinet 
had decided to initiate legislation authorising a referendum on the Federal 
Constitution. It was intended to give the Commonwealth wide powers in 
the economic and social field, with the object of enabling it to take efiective 
action for reconstruction after its war-time powers had lapsed. A Conven- 
tion, made up of representatives of the Governments and Oppositions of 
the Commonwealth and of the six States, was called to consider the 
proposals As was to be expected, objections were raised on the part of 
the States, which complained that the measures were unificationist, and 
on that of the Opposition, which complained that the Commonwealth 
Government were using the war as a pretext for carrying out the Labour 
policy. But in the end unanimous agreement was suddenly reached. On 
2nd December it was announced that the Convention had accepted the 
re-drafted bill, and that the State premiers had agreed to introduce it in 
their Parliaments before the end of January and to do everything in their 
power to secure its passage. It was hoped that this would obviate the 
necessity for a referendum, which would have been undesirable in war- 
time. The bill provided for the transfer by the States to the Common- 
wealth of specified powers for a period of five years after the cessation of 
hostilities. It would enable the Commonwealth to make laws for the 
purpose of post-war reconstruction on the following subjects : the 
conditions of Service men and the dependants of those who are killed or 
disabled ; employment and unemployment ; the organised marketing of 
commodities^ ; the codifying of company law and the law regulating trusts, 
combines and monopolies ; profiteering and prices (exclusive of prices or 
rates charged by the State or semi-governmental or local governing 
authorities for goods and services) ; production (other than primary) and 
the distribution of goods with the consent of the State Executive Council ; 
primary production (provided that no legislation under this paragraph 
shall discriminate between the States) ; control of oversea exchange ; 
oversea investments and the regulation of the raising of money in accord- 
ance with such plans as the Australian Loan Council approves ; air 
transport ; the uniformity of railway gauges ; national works (provided 
that the consent of the State Executive Council shall be obtained before 
each work is undertaken and that it is carried out in co-operation with the 
State) ; national health in co-operation with the State ; family allowances ; 
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and aborigines. The bill was passed by all the State Parliaments, with 
two exceptions. The Victorian Parliament inserted a clause making 
its operation dependent on its being passed in all the other States, and the 
Tasmanian Legislative Council (or Upper House) rejected it altogether. 
It is to be re-submitted to them, and if it is rejected again, there may have 
to be a referendum. 

It is evident that the exercise of these powers would involve far- 
reaching co-operation between the Commonwealth and State adminis- 
trative machineries. It is even more evident that the transfer to the 
Commonwealth of all these functions, and the comprehensive reconstruc- 
tion policy which they are designed to make possible, would be bound to 
have most important repercussion on the financial relations between the 
Federation and the units. 

III. Government Kevenues and Expenditures 
General Trends 

The increased cost of government in Australia in recent years is brought 
out in the table on the opposite page. 

The expenditure figures include expenditures from revenue, including 
gross expenditure of business undertakings, of the Commonwealth and 
the States, less duplication due to grants and other intergovernmental 
payments. The revenue figures include tax revenues paid into the 
Consolidated Eevenue or corresponding funds and- gross revenues from 
business undertakings, less duplication as in the case of expenditures. 
Comparable figures of Local Authority expenditures and revenues are not 
available for any of the years given except 1937-38. For that year they 
have been shown in the footnote to the table. 

The trends exhibited by the figures are clearly marked, and are very 
similar to those prevailing in the other Federations studied in this Enquiry. 
Both in the case of the Commonwealth and in that of the States there was 
a very considerable rise in expenditures and revenues during the war of 
1914-18. After the first adjustments to a peace-time economy had been 
made, there was a further rise, more gradual but unmistakable, until the 
depression of 1930. This for a time caused a fall in the revenues and ex- 
penditures of both Commonwealth and States, though State expenditures 
did not fall until 1932-33. After the depression the tendency to rise 
reasserted itself, being reinforced after a few years by the period of 
rearmament. With the outbreak of war Commonwealth revenues and 
expenditures both increased enormously, whereas the rise was much less 
marked in the case of the States. With the exception of the depression 
years, Commonwealth expenditures, and consequently revenues, have in 
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Government Expenditures and Revenues in Australia ^ 
(£ millions) 
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the long run tended to increase more than those of the States and Local 
Authorities. 

These tendencies are further illustrated by the table on p. 124, 
which compares Government revenues and expenditures, and defence ex- 
penditures separately, with the national income, ^t shows that the Com- 
monwealth finances w'ere more sensitive in the short run to changes in the 
national income during the depression than were those of the States. 
Moreover, with respect to her war effort Austraha did not get fully into 
her stride until after the period covered by the figures given there. 

The Tax StriKture 

It will have been noticed that in the above tables the Commonwealth 
appears to be shown to have contmuous large surpluses, and the States 
deficits usually of similar magnitude. This is due to the transfer to the 
States of revenues collected by the Commonwealth, which has been dealt 
with in more detail in section II of this chapter (“ The Constitutional 
Background ”). The following table and diagrams illustrate the transfer 
of revenues since the last war (the figures refer to tax revenues only) : ^ 

TABLE V 

Tax Revenues available to Commonwealth and States 
(£ millions) 


Year ended 30th June — 



1920 

1925 

1930 

1935 

1938 

1939 

1940 

1941 

Total tax receipts : 









Commonwealth 

42 

53 

58 

59 

69 

74 

90 

126 

States . 

Payments by Com- 

14 

23 

34 

36 

50 

51 

54 

56 

monwealth to or 
for Stat^ * 

7 

1 

8 

n 

14 

16 

16 

16 

15 

Total tax revenue 









available : 

To Commonwealth 

35 

45 

47 

45 

53 

58 

1 

74 

111 

To States 

21 

31 

45 

50 

66 

67 

70 

71 

Total tax revenues, 
Commonwealth 









and States 

56 

76 

92 

95 

119 

125 

144 

182 ; 


Excluding payments for industries, non-recurring grants, and payments for medical research, etc. 


^ Since 1931-32 the Commonwealth has also made payments to the States from Loan 
o* Table 18 in Part III gives in summary form Commonwealth payments to or for 
the States from revenue and from Loan Fund from 1930-31 to 1941-42, Table 19 gives 
details of the payments made in 1937-38, while Table 20 gives special grants from 1910-11 
to 1942-43. 



CHART I 

Tax Revenues coulecteb by and available to Commonwealth 
AND States 



CHART II 


Proportion oe Total Tax Revenues available to Commonwealth 

AND States 


Available to 
States 

Available to 
Commonv/eaith 



Payments by Commonv/ealth 
to States 



Note.—The proportion of total tax revenues collected by the Commonwealth bnt made available to 
the States in the form of grants and similar payments was as follows ; 



Year ended 30th June — j 

1920 

1925 

1930 j 

1935 

1938 

1939 

1940 

1941 

Orants, etc., as a percentage 
of total tax revenues 


11 

12 

14 i 

13 

13 

11 

8 
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The figures, and especially the percentages in Chart II, show that 
during the twenties and thirties of the present century, up to the rearma- 
ment period, the tendency for Commonwealth revenues to rise relative 
to those of the States was for a time reversed, at any rate in the case of 
tax revenues. This phase was specially marked during the depression 
when the receipts from indirect taxation, on which the Commonwealth 
largely relied, fell considerably, while those from direct taxation, the 
main source of revenue of the States, increased ^ (see pp. 109-10 above). It 
came to an abrupt end with the advent of rearmament and war, and the 
expansion of Commonwealth revenues again outstripped that of State 
revenues, as the Commonwealth came to rely more and more on direct 
taxation (see pp. 115-22 above, and compare Table VII below with 
Table 1 in Part III). 

Tables VI and VII give the main heads of revenue of Commonwealth, 
States and Local Authorities in 1937-38 in thousands of pounds and in 
percentages. The items are divided into the four main groups : I, Pro- 
gressive Taxes ; II, Taxes on Real Property ; III, Taxes on Business ; 
and IV, Mainly Consumption Taxes. The figures are, in the main, taken 
from those published by the Commonwealth Bureau of Census and Statistics 
in their bulletin Finance, These refer to the Consolidated Revenue 
Accounts of the Commonwealth and the States, except that in the case of 
New South Wales several special ftmds are included because they cover 
fields included in other States in the Consolidated Revenue Fund. The 
other main funds, the Loan and Trust Funds, are excluded from the 
tables.2 

The figures differ, however, from those in Finance in several respects. 
To begin with, net revenues only of business xmdertakings have been 
included, as these alone are comparable to taxes. Net losses incurred by 
some States or by the Commonwealth have not been deducted from net 
revenues of others in arriving at the totals, but have been included in the 

^ Commonwealth revenue from customs and excise amounted to £41-8 millions in 
1929-30, £28*3 millions in 1930-31, £28-4 miUions in 1931-32, £48-4 milHons in 1937-38, 
£53-8 millions in 1940-41, and was budgeted to be £47*6 millions in 1941-42, though it 
turned out to be £56*8 millions. In 1937-38 it accounted for 70 per cent of Commonwealth 
tax revenues, whereas income taxes accounted for 60 per cent of State tax revenues. 

® The Commonwealth Loan Fund came into existence in 1911-12. In the last war it 
was divided into a General Loan Fund, mainly for public works, and a War Loan Fund 
for war purposes. The State Loan Funds are debited with all loan moneys raised by the 
States and credited with the expenditure therefrom on public works or other purposes. 
Payments into the Trust Fund of the Commonwealth include those for invalid and old-age 
pensions under the Commonwealth Invalid and Old-Age Pensions Act, 1908. State Trust 
Funds include the amounts held in trust by the State Governments for various purposes, 
e.g. savings bank funds, municipal sinking funds placed in the hands of the Governments, 
the sums deposited with the Governments by life insurance companies in cash or approved 
securities as required by law, and various other accounts such as suspense and super- 
annuation accounts. 



TABLE VI 


The Revenue System of Australia, All Governments, 1937-38 ^ 

(£ thousands) 



Common- 

wealth 

I State 

Local 

Total 

Group I. Progressive Taxes : 

Taxes on individual income ^ . 

6,753 

24,272 


30,025 

Probate, estate and succession duties . 

1,873 

3,951 


5,824 

Total, Group I . 

7,626 

28,223 


35,849 

Group II. Taxes on Real Property : 





Land tax ..... 

1,368 

1,157 

. , 

2,525 

Local rates and penalties ® 

. . 

. . 

13,295 

13,295 

State non-tax revenue from lands 


4,507 


4,507 

Total, Group II . 

1,368 

5,664 

13,295 

20,327 

Group III. Taxes on Business : 





Taxes on company income ^ . 

3,645 



3,645 

War-time (1914-19) profits tax 

-1 



-1 

Stamp duties .... 


2,938 


2,938 

Licences and miscellaneous State taxes 

. . 

331 

253 

584 

Non-tax revenue under Group III 

358 



358 

Total, Group III . 

4,002 

3,269 

253 

7,524 

Group IV. Mainly Consumption Taxes : 
Customs ..... 

32,973 



32,973 

Excise : 





Liquor ^ . 

8,473 

. , 


8,473 

Tobacco (including cigars and 





cigarettes) .... 

5,592 

. . 


5,592 

Other ..... 

1,345 


T* 

1,345 

Sub-total, Excise 

15,410 


•• 

15,410 

Other Similar Taxes and Licences : 

, ^Sales tax ..... 

"^,024 



8,024 

Flour tax ..... 

3 


• . 

3 

State liquor taxes 


701 

. . 

701 

Motor vehicles .... 


5,417 


5,417 

Entertainments .... 

. , 

515 

. . 

515 

Racing ..... 


1,131 


1,131 

Lotteries ..... 


473 


473 

Other taxes (local) 


•• 

45 

45 

Sub-total, Other Taxes and Licences 

8,027 

8,237 

45 

16,309 
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TABLE VI — {continued) 



Common- 

wealth 

State 

Local 

Total 

Revenue from Business Undertakings, 
Public Works and Sier vices : ® 

Post Office .... 

2,789 



2,789 

Railways, tramways and omnibuses . 


12,844 


12,844 

Harbours, rivers and lights 


1,649 


1,649 

Water supply, sewerage, irrigation, 
drainage, etc. .... 


1,758 

1,090 

2,848 

Other State business undertakings 


937 


937 

Local council properties 



1,622 

1,622 

Street construction . , . i 

, , 

. , 

596 

596 

Other local works and services . 


. . 

253 

253 

Local business undertakings 


•• 

351 

351 

Sub-total, Business Undertakings, 





Public Works and Services 

2,789 

17,188 

3,912 

23,889 

Miscellaneous : 





Territories ® . . . . 

331 



331 

Interest ’ . 

1,044 8 

5,921 

. . 

6,965 

Other ..... 

1,488 

7,818 

839 

10,145 

Sub-total, Miscellaneous 

2,863 

13,739 

839 

17,441 

Total, Group IV . 

62,062 

39,164 

4,796 

106,022 

Grants and similar intergovernmental 





payments ..... 


9,906 

6,379 

16,285 

Grand Total .... 

75,058 

86,226 

24,723 

186,007 

Less grants, etc. .... 

9,906 

6,379 

- 

16,285 

Net Total* ... * 

65,152 

79,847 

24,723 

169,722 


^ These figures differ from those in “ Finance ” (bulletin of the Commonwealth Bureau of Census and 
Statistics) in that they include net revenue onds of Commonwealth and State business undertakings. For 
other details, especially on State taxation figures, see text. 

* Complete separate data are not available for individual and company income taxation. The 
(known) total of Commonwealth income taxation has therefore been split up m the proportion of 
assessments for the year in question, and that of State income taxation has been given in Group I 
without being split up. The figure for State individual income taxation thus includes company 
taxation. 

® Separate figures of rates and penalties are not available for Queensland and South Australia. 
In the other States penalties arc very small in proportion to rates (see Part III, Table 7). 

^ State liquor taxes are given under “ Other Similar Taxes and Licences 

® Net revenues only for business undertakings. Total receipts for local public works and services. 

® Excluding railways 

’> Commonwealth and States. 

“ Excluding balance of interest on States* debts payable by States, 
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TABLE VII 


The Revenue System of Australia, All Governments, lOST-^SS ^ 
(Percentage distribution) 



Percentage Share of 
each Oovernment m Total 
Revenues 

Percentage Distribution 
of each Government’s 
Revenue 


k 

1:5 

Sa 

o 

0& 

.g 

5 

m 

CS 

o 

o 

i-q 

Total 

Common- 

wealth 

State 

Local 

Total 1 

Group I, Progressive Taxes : 

Taxes on individual income - . 

19 

81 


100 

8 

28 


18 

Probate, estate and succession duties . 

32 

68 


100 

2 

5 


3 

Total, Group I . 

21 

79 


100 

10 

33 


21 

Group II. Taxes on Real Property : 

Land tax ..... 

54 

46 


100 

2 

2 


1 

Local rates and penalties ® 



100 

100 



54 

8 

State non-tax revenue from lands 


100 


100. 


5 


3 

Total, Group II . 

7 

28 

65 

100 

2 

7 

54 

12 

Group III. Taxes on Business : 

Taxes on company income ^ 

100 



100 

5 



2 

War-time (1914-19) profits tax 

100 

. . 


100 


, . 

, . 

. . 

Stamp duties .... 


100 


100 


3 


2 

Licences and miscellaneous State taxes 

. . 

57 

43 

100 



1 

t . 

Non-tax revenue under Group III 

100 



100 



•• 


Total, Group III . 

53 

44 

3 

100 

5 

3 

1 

4 

Group IV. Mainly Consumption Taxes : 
Customs ..... 

100 

. . 


100 

44 



19 

Excise : 

Liquor ^ . 

o 

o 



100 

11 



5' 

Tobacco (including cigars and' 

cigarettes) .... 

100 



100 

7 ^ 



3 

Other ..... 

100 

•• 


100 

2 


•• 

1 

Sub-total, Excise 

100 


•• 

100 

20 



9 

Other Similar Taxes and Licences ■ 

Sales tax ..... 

100 



100 

11 



5 

Flour tax ..... 

100 


, , 

! 100 


• • 



State liquor taxes 

. , 

100 

. . 

100 


I 


1 

Motor vehicles 


100 


1 100 


6 


3 

Entertainments .... 

• • 

100 


100 


1 


. . 

Racing ..... 


100 

. . 

100 


1 


1 

Lotteries ..... 


100 

. . 

100 


1 



Other taxes (local) 



100 

i 

100 


•• 



Sub-total, Other Taxes and Licences 

49 

50 

! 

1 1 

100 

11 

10 

. . 

10 
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! 

Percentage Share of 
each Government in Total 
Revenues 

Percentage Distribution 
of each Government’s 
Revenue 

! 

! 

Common- 

wealth 

State 

Local 

Total 

Common- 

wealth 

State 

Local 

Total 

1 

Revenue from Business Undertakings, 
Puhho Works and Services : ^ 

Post Office .... 

100 



100 

4 



2 

Railways, tramways and omnibuses , 


100 


100 


15 


8 

Harbours, rivers and lights 

• * 

100 


100 


2 


1 

Water supply, sewerage, irrigation, 
drainage, etc. .... 

. . 

62 

38 

100 


2 

4 

2 

Other State business undertakings 


100 


100 


1 


1 

Local council properties 

. . 


100 

100 



7 

1 

Street construction 

. . 


100 

100 

. . 


2 


Other local works and services . 

, , 

, . 

100 

100 


. , 

1 


Local business undertakings 

• • 


100 

100 



2 


Sub-total, Business Undertakings, 









Public Works and Services 

12 

72 

16 

100 

4 

20 

16 

15 

Miscellaneous : 









Territories ® . . . . 

100 



100 


. , 

. . 


Interest ^ . 

15® 

85 

. . 


2® 

7 

, . 

4 

Other 

15 

77 

8 

100 

2 

9 

3 

6 

Sub-total, Miscellaneous 

16 

79 

5 

100 

4 

16 

3 

10 

Total, Group IV . 

59 

37 

4 

100 

83 

46 

19 

63 

Grants and similar intergovernmental 









payments ..... 


61 

39 

100 


11 

26 

10 

Gband Total .... 

40 

46 

14 

100 

100 

100 

100 

110 

Less grants, etc. .... 

61 

39 


100 

13 

7 


10 

Xet Total ..... 

38 

47 

15 

100 

87 

93 

100 

iOO 

L_- 










— For footnotes see Table VI. 


expenditure tables (Tables XI and XII) on pp. 139-4:0 and 141-2. 
Secondly, only a certain proportion of total State tax collections^ is included 
in tbe Consolidated Eevenue accounts as given in the above-mentioned 
bulletin, the remainder being paid to various special funds differing in nature 

^ Total revenues from taxation of all Governments in 1937-38 by States are given in 
Tables VIII and IX below. 
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and extent as between different States. It was necessary to use the figures 
from Finance in order to obtain comparable totals. On the other hand, 
the actual proportion of State tax revenues derived from various sources 
had to be given in order to present a fair and comparable picture of the 
revenue system. For this reason the figures of State tax collections from 
different sources have been reduced proportionately so as to add up to the 
amount actually paid to Consolidated Eevenue. This accounts for the 
differences between the figures in Table VI and those in Table VIII below. 

A caveat should be noted, especially in making comparisons with 
other chapters of this Enquiry. It has not been possible to obtain separate 
figures of individual and company income taxation for all the States, and 
for this reason the whole of State income tax collections has had to be 
given under Group I (Progressive Taxes, item ‘'taxes on individual 
income This means that the totals of Group I for State revenues and 
for all Governments are above the true figure, while the corresponding 
totals of Group III are below it. 

The Australian revenue system, as shown in these tables, has three 
important characteristics. The first of these is its “ regressivity ” or 
high degree of regression. Group IV (Mainly Consumption Taxes) com- 
prises no less than 63 per cent of total revenues, of which 19 per cent 
represents customs, 9 per cent excise, 10 per cent other similar taxes 
and licences, 15 per cent revenue from business undertakings, public 
works and services, and 10 per cent miscellaneous items (including 
interest receipts). Progressive taxes accounted for 21 per cent, of which 
18 per cent represented taxation of individual income and the remain- 
ing 3 per cent probate, estate and succession duties. (But it must 
be remembered that anjiihing between one-quarter and one-half of 
the income tax figure may be represented by State company income 
taxation.) Group III (Taxes on Business), other than State company 
income taxation, represented 4 per cent, mainly Commonw§.alth tax on 
company income and State stamp duties. Groups I and III together 
accounted for 25 per cent of the total revenues of all Governments com- 
bined. Group II (Taxation of Real Property) accounted for 12 per cent, 
chiefliy local rates. 

The regression of the system is most conspicuous in the case of 
Commonwealth revenues. This brings us to the second important 
characteristic. In contrast to other Federations studied in this Enquiry 
(except Canada), the States, or units, and not the Federation, are the 
progressive element in the revenue system. This is due to historical 
causes which have been alluded to in section II of this chapter. In the 
United States the predominance of the Federal Government in financial 
matters was well established by the time that progressive taxation began 
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to be developed, but this was not the case to anything like the same extent 
in Australia. Hence the Commonwealth still relied, in 1937 -38, on customs 
for no less than 44 per cent of its revenue, on excise for 20 per cent and on 
the sales tax for 11 per cent. Business Undertakings (the Post Office) and 
miscellaneous items each accounted for another 4 per cent, making a total 
for Group IV of no less than 83 per cent. (This is higher than in any other 
of the Federations studied here, with the exception of India (87 per cent), 
where the heavy reliance of the Provinces on property taxation makes 
their revenue system even more regressive than that of the Centre.) 
Group II (Taxes on Eeal Property) accounted for 2 per cent ; Group I 
(Progressive Taxes), mainly individual income tax, for 10 per cent, and 
Group III (Taxes on Business), represented by company income tax, for 
the remaining 5 per cent. 

The picture is very different in the case of State revenues. Taxes on 
income represent 28 per cent of the totd, probate and succession duties 
5 per cent (making a total for Group I of 33 per cent), taxes on business 
other than company income tax 3 per cent, making a total for Groups I 
and III of 36 per cent as compared with 15 per cent in the case of Common- 
wealth revenues. Group II (Taxes on Real Property) represents 7 per 
cent of State revenues, most of which is strictly not taxation but non-tax 
revenue from lands. Group IV (Mainly Consumption Taxes) represents 
46 per cent, of which various consumption taxes and licences account for 
10 per cent, business xmdertakings (especially railways) for 20 per cent, 
and miscellaneous items (including interest) for 16 per cent. Grants and 
similar payments from the Commonwealth account for the remaining 11 
per cent, although it must be noted that not all Commonwealth payments 
to or for the States, even from revenue, are included in this figure. 

Local Government revenues exhibit the usual feature of reliance on 
property taxation, mainly in the form of rates (Group II comprises 54 
per cent of ^he total). Licences, th® only item in Group III, account for 
only 1 per cent, business midertakings for little more, but revenues from 
various works and services and from local council properties swell the 
sub-total '' Business Undertakings, Public Works and Services ’’ to 16 
per cent, making, together with 3 per cent of miscellaneous revenues, a 
total of 19 per cent for Group IV. Grants from the higher layers of 
Government comprise 26 per cent of the total. 

All this brings us to the last of the three outstanding characteristics, 
namely, the comparative unimportance of Local Authorities in the revenue 
system. They accoxmt for only 15 per cent of the net total of Government 
revenues, as compared with 47 per cent in the case of the States, and 38 
per cent in that of the Commonwealth. This is largely due to the fact that 
Australia is a new country, largely developed with the help of State aid, 
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whereas Local Authorities only gradually came into being. 

This last fact accounts for a feature which is not brought out by the 
above tables, but must be discussed here — the differences between 
States, both in regard to tax structure and in regard to the distribution of 
functions between the State and Local Governments and other authorities. 
Some of these differences are brought out by Tables VIII and IX, which 
give the revenues of all Governments from taxation in 1937-38, by States, 
in thousands of pounds and in percentages.^ 

It is evident from these tables that there are considerable differences 
between the States with regard to the progression of their tax systems, 
and with regard to the proportion which Local Government taxation bears 
to State taxation. When comparisons are made between the revenue, 
expenditure and debt of States it is necessary to remember that the 
functions of State Governments differ, some performing municipal or 
semi-municipal functions. The States render many public services which 
in Great Britain are left either to municipal or private enterprise. Gross 
receipts from business undertakings represent a very considerable pro- 
portion of State revenues as given in the ojficial accounts, although in 
our tables, for reasons already explained, net revenues only have been 
included. 

Transport is a case in point. In New South Wales and Western 
Australia tramways are controlled by the State Government, whereas in 
other States they are run by boards or trusts or private companies. In 
Tasmania transport has been vested in a Transport Commission since 1st 
July 1939. Financial responsibility for roads varies between the State and 
Local Government authorities. The cost of State highways ^ is borne by 
the State in New South Wales, Victoria and Tasmania, while in Queens- 
land Local Authorities are responsible for a proportion not exceeding 50 
per cent of maintenance cost. Main roads in Western Australia and 
Tasmania are maintained by the -State, whereas in New South Wales and 
Victoria Local Authorities are responsible for one-quarter and one~third 
respectively and in Queensland for not more than 20 per cent. In South 
Australia the contribution of Local Authorities is only a small proportion 
of the total expenditure on main roads. For water supply and sewerage 
there is a considerable divergence in financial responsibility. In New South 
Wales and Victoria, for example, it is divided between State, Local and 
semi-Governmental authorities such as hoards or trusts. In Queensland 
and Tasmania Local Authorities carry the burden. In South Australia 
responsibility rests with the State Government, while in Western Australia 

3- See also TaWes 3 to 10 in Part III. 

* Beads for which, the States bear the whole or part of the financial responsibility are 
divided into several classes, of which State highways are the first and main roads another. 
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it is divided between tlie State and Local Authorities. For this reason 
payments for water supply and sewerage have been excluded from the 
following table (taken from the Seventh Report of the Commonwealth 
Grants Commission (F.3600), 1940, p. 74). The other differences between 
the figures in it and those in Table VIII above are due to the exclusion 
from the latter of charges for public utility services. (The figures in 
Table VIII are taken from Finance, the bulletin of the Commonwealth 
Bureau of Census and Statistics.) 

TABLE X 

Local Govebnment Taxation, 1937-38 
(Excluding payments for water supply and sewerage) 


state 

Total 

Per Head of 
Population 


£ thousands 

s d. 

New South Wales . 

6,070 

44*11 

Victoria 

3,960 

42*6 

Queensland . 

2,681 

53*11 

South Australia 

915 

31*6 

Western Australia . 

764 

33*5 

Tasmania 

357 

30*4 

Total 

14,747 

43*2 


There is a fair equality of service for items included under Local 
Government activity, but the debt charges in the last three States in the 
above table are very much less than in the first three. There is evidence 
that one of the chief causes for the low level of Local taxation in the last 
three States in the table is that the Governments of South Australia, 
Western Australia and Tasmania raise loans for local purposes which in 
the first three States devolve upon. Local Authorities. In other words, 
the States of South Australia, Western Australia and Tasmania shoulder 
burdens which, being for Local purposes, should fall on Local Authorities. 

We have already seen that Local Government financial statistics in 
Australia are not very satisfactory. This makes it difficult at times to 
make accurate comparisons, either between States or especially between 
years. But the matter is complicated by the fact that functions are not 
equally distributed in the several States, and for some purposes it would 
perhaps be best to add State and Local figures when makihg comparisons 
between States. Moreover, as we have already seen in connexion with the 
State taxes included in Tables VI and VII above, difficulties are caused by 
the fact that various States have special funds apart from the Consolidated 
Revenue Fund, and that the fields covered by these funds (and the 
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corresponding statistical figures) are not the same as between different 
States, nor as between different periods in the same State. 

PMic Expenditures 

Tables XI and XII below give public expenditures from revenue of all 
Governments in 1937-38, in thousands of pounds and in percentages. The 
figures, like those in Table VI above, are taken for the most part from 
Finance, the bulletin of the Commonwealth Bureau of Census and 
Statistics. They refer, in the case of the Commonwealth and the States, 
to expenditures from the Consolidated Revenue Fund/ although in the 
case of New South Wales several special accounts have been included to 
make the data comparable with those of the other States. But there are 
certain differences between our figures and those in Finance, In the first 
place, they have been arranged in the usual groups : 1, Primary Functions ; 
2, Secondary Functions — (1) Social Services, (2) Developmental Expendi- 
ture, (3) Miscellaneous ; and grants and similar intergovernmental 
payments. Secondly, net expenditure only on Commonwealth and State 
business undertakings has been included. {Finance gives net profits only 
of Local Government undertakings, just as we do.) For this purpose, 
net losses incurred by the various authorities have been given, and 
any net profits made by other authorities have not been deducted but 
given in the revenue tables (Tables VI and VII above). Thirdly, Common- 
wealth expenditure from excess receipts {i.e. from surplus revenue of the 
previous financial year) has been included. Lastly, Commonwealth 
expenditure on pensions and debt services has been eliminated from the 
Finance figures of the cost of the various departments other than business 
undertakings and Territories, and given separately. It should be noted 
that no separate details of expenditure on pensions by Local Authorities 
are available, and that, in contrast to other chapters of this volume 
(except Chapter VI on South Africa), figures for debt services include 
not only interest payments but sinking fund payments, redemption and 
conversion expenses, and exchange. It has not been possible to eliminate 
grants to Local Governments from State expenditure figures. This is why 
the totals of primary and secondary functions in the last column of Table 
XII add up to 104 per cent (of the net total for all Governments), 
y' The most outstanding feature of these tables is the enormous proportion 
of expenditure, especially State expenditure, which is devoted to debt 
services. It must be remembered that the figures are appreciably swollen 
by the inclusion of items which, as indicated above, have been omitted in 
most of the other chapters. Nevertheless, the contrast with the other 
Federations studied here is too great to be explained away by this. An 

^ Hence loan expenditure of all kinds is, of course, excluded. 
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TABLE XI 

Public Expenditures from Revenue, All Governments, 1937-38 ^ 

(£ thousands) 



Common- 

wealth 

State 

Local 

Total 

1. Primary Functions : 





Legislation, administration and justice 

3,338 

4,659 

1,906 

9,903 

Public safety ^ . 


4,608 

225 

4,833 

Defence ® . 

6,061 



6,061 

Pensions ^ .... 

8,278 

2,386 


10,664 

Debt services ® . 

13,590 

39,477 

4,277 

57,344 

Total, Primary Functions . 

31,267 

51,130 

6,408 

88,805 

2. Secondary Functions : 

(1) Social Services : 





Education .... 

114« 

12,154 

, , 

12,268 

Public health (including hospitals) . 

377 

4,734 

2,496’ 

7,607 

Invalid and old-age pensions 

15,799 

. . 

. . 

15,799 

Relief of the aged, indigent, etc. 

. . 

1,951 

. . 

1,951 

Unemployment relief . 

. . 

5,817 

. . 

5,817 

Repatriation and War Service Homes 





Commission .... 

923 

. , 


923 

Child welfare .... 


620 

. . 

620 

Maternity allowances . 

400 


. . 

400 

Family endowment 

. . 

1,470 


1,470 

Miscellaneous .... 

151 

562 


713 

Sub-total, Social Services 

17,764 

27,308 

2,496 

47,568 

(2) Developmental : 





Post office ® , 

1,000 

, . 

. . 

1,000 

Railways .... 

705 

213 


918 

Shipping and mail services . 

70 

. . 

. . 

70 

Roads, streets and bridges ® ^ 

4,150 


11,253 

15,403 

Street lighting .... 


. . 

706 

706 

Civil aviation .... 

123 

, , 


123 

Miscellaneous State business under- 





takings .... 

. . 

2 

, . 

2 

Lands and survey 

. . 

1,646 

. . 

1,646 

Agriculture .... 

. . 

1,684 

. . 

1,684 

Forestry .... 

. . 

406 

. . 

406 

Bounties .... 

276 

. , 

, . 

276 

Research and publicity 

661 

. . 

. . 

661 

Relief to primary producers . 

262 

. . 

. . 

262 

Local council properties 


. . 

2,553 

2,553 

Other public works and services 

3,66511 

1,568 

588 

5,821 

Sub-total, Developmental 

10,912 

5,519 

15,100 

; 

31,531 


{Table C 07 itinued overleaf 
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TABLE XI — (continued) 



Common- 

wealth 

State 

Local 

Total 

(3) Miscellaneous : 

Territories .... 

1,057 



1,067 

Other ..... 


2,290 

968 

3,248 

Subtotal, Miscellaneous 

1,057 

2,290 

958 

4,305' 

Total, Secondary Functions 

29,733 

35,117 

18,554 

83,404 

Grants and similar intergovernmental 





payments .... 

11,840 

12 


11,840 

Grand Total .... 

72,840 

86,247 

24,962 

184,049 

Less grants, etc. . 

11,840 

6,379“ 


18,219 

Net Total . 

61,000 

79,868 

24,962 

165,830 


^ These figures differ Jrom those %n “ Finance” (bulletin of the Commonwealth Bureau of Census and 
StatistUs) in that they include net expenditure only on Commonwealth and State business undertakings, 
and that Commonwealth expenditures include expenditure froy/i excess receipts. For other details see text. 

* Includes police, penal establibhinents, Local Authority grants to fire brigades, and othei items, 

* Includes £104,758 of miscellaneous expenditure on account of the war of 1914-18. 

* Excludes business undertakings and Territories. Ho separate details are available for Local 
Authorities. 

^ Interest, sinking fund, redemption and conversion expenses, and exchange. Business under- 
takings and Territories are excluded. The Commonwealth figure includes £276,558 of expenditure 
from excess receipts in reduction of deficits. 

« Soldieis’ children education scheme [war (1914-18) services expenditure] and National Library. 

^ Health administration, sanitary and garbage services, hospitals and ambulances, and other 
charities. 

» Expenditure on Post Office works out of Excess Eeceipts 

* Commonwealth : payments to States for Federal Aid roads. The total for all Governments 
probably includes duplication amounting to about £2 millions due to grants to Local Authorities. It 
has not been possible to eliminate this, since no details are available for Western Australia and since 
neither Commonwealth payments for Federal Aid roads nor road expenditure or grants to Local 
Authorities appear in the State Consolidated Revenue Fund accounts as given in Finance. 

Includes scientific research included under “ Education ” in the State figures and in other 
chapters of this Enquiry. 

Kew works £3,551,776, and miscellaneous £113,318. 

State grants to Local Authorities are not given separately in Finance. 

Of this, £5,691,747 was for unemployment relief and roads (divided m a ratio of about 3 : 2) 
See also footnote 9. It is probable that some of these grants should be subtracted from Commonwealth 
rather than from State expenditures m arriving at the net totals. 


examination of Table 6 in Part III^ whicb gives the percentage distribution 
of the expenditure from revenue of the individual States in 1937-38, 
shows that the dilferent States vary considerably with regard to the 
proportion of their expenditure devoted to debt services. It is highest in 
the case of Western Australia, South Australia and Queensland. One 
reason is deficit financing such as occurred during the great depression — 
we have already noticed that although State revenues declined at that 
time, expenditures only followed the downward course of Commonwealth 
expenditures after some delay. But there are more important reasons, 
connected with the fact that in Australia the States perform functions 
elsewhere entrusted to Local Government authorities or left to private 
enterprise. The State debts, therefore, have increased markedly with the 




TABLE XII 


Public Expendituebs feom Revenue, All Goveenments, 1937-38 ^ 
(Percentage distribution) 



Percentage Share of each 
Government in Total 
Expenditures 

Percentage Distrihution 
of each Government’s 
Expenditure 


Common- 

wealth 

state 

Local 

Total 

Common- 

w^ealth 

state 

Local 

Total 

1. Primary Functions : 

Legislation, administration and justice 

34 

47 

19 

100 

6 

5 

8 

6 

Public safety ^ . 


95 

5 

100 


5 

1 

3 

Defence ® . 

100 


. . 

100 

8 

, , 


4 

Pensions ^ .... 

78 

22 

. . 

100 

11 

3 


6 

Debt services ® . 

24 

69 

7 

100 

19 

46 

17 

35 

Total, Primary Functions . 

35 

58 

7 

100 

43 

59 

26 

54 

1 

, 2. Secondary Functions : 

(1) Social Services : 

Education .... 


99 


100 


14 


7 

Public health (including hospitals) . 

5 

62 

33^ 

100 

1 

5 

10’ 

5 

Invalid and old-age pensions 

100 



100 

22 

. . 


9 

Relief of the aged, indigent, etc. 

. . 

100 


100 


2 


1 

Unemployment relief . 


100 

. . 

100 


7 


4 

Repatriation and War Service Homes 
Commission .... 

100 



100 

1 



1 

Child welfare .... 


100 

. , 

100 


1 



Maternity allowances . 

100 

. . 

. . 

100 

1 




Family endowment . 


100 

. . 

100 


2 


1 

Miscellaneous .... 

21 

79 


100 


1 



Sub-total, Social Services 

37 

58 

5 

100 

25 

32 

10 

28 

(2) Developmental : 

Post office ® . 

100 



100 

1 



1 

Railways .... 

77 

23 


100 

1 


. . 

1 

Shipping and mail services . 

100 



100 



. . 


Roads, streets and bridges ® . 

27 


73 

100 

6 


45 

9 

Street lighting .... 



100 

100 



3 

. . 

Civil aviation .... 

100 

. . 


100 



. , 

, , 

Miscellaneous State business under- 
takings .... 


100 


100 





Lands and survey 

. . 

100 


100 


2 


1 

Agriculture .... 

. . 

100 


100 


2 


1 

Forestry .... 


100 


100 




. . 

Bounties .... 

100 

. . 


100 




. . 

Research and publicity 

100 



100 

1 



. . 

Relief to primary producers . 

100 



100 





Local council properties 


. . 

100 

100 



10 

2 

Other public works and services 

63'^ 

27 

10 

100 

6^1 

2 

2 

4 

1 Sub-total, Developmental 

35 

1 

17 

48 

100 

15~' 


' 60 

19 

i 

! - 

_ I 

~ 








[TabU coMinued overleaf 
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TABLE XII— (continued) 



Percentage Share of each 
Government m Total ' 

Expenditures 

Percentage Distribution 
of each Government’s 
Expenditure 


Common- 

wealth 

state 

Local 

Total 

Common- 

wealth 

State 

Local 

4- 

0 

B 

(3) Miscellaneous : 

Territories .... 

100 



100 

1 



1 

Other ..... 


70 

30 

100 


S i 

4 

2 

Sub-total, Miscellaneous 

25 

53 

22 

100 

1 

3 

4 

3 

Total, Secondary Functions 

36 

42 

22 

100 

41 

41 

74 

50 i 

Grants and similar intergovernmental 
payments .... 

100 

. 


100 

16 

. ^12 


.1 

1 

7 ! 

Grand Total .... 

39 

47 

14 

100 

100 

100 

100 

Ill 

Less grants, etc. .... 

65 

35“ 


100 

16 

713 


1 1 

aILi 

Net Total ..... 

37 

48 

15 

100 

84 

93 

100 

1 100 

1 











Note — For footnotes see Table XI. In the above faible, aggregate expenditures oi all Governments (last 
column, primary and secondary functions) add up to 104 per cent (of the net total). The reason for this is that 
it has not been possible to eliminate grants to Local Authontics (4 per cent ot the net total) from the expenitures 
of the higher layers of Government. 

gradual development of Australia. Yet there is more to it than that. 

The Commonwealth G-rants Commission has on several occasions in its 
annual reports commented unfavourably on the heavy unproductive 
debt of the States, especially of the three States claiming special grants 
from the Commonwealth — South Australia, Western Australia and 
Tasmania. The Commission also believed that there is strong evidence 
. . . that the claimant States do not compel the local authorities to bear 
their burden of loans for local purposes in the same way as the non- 
claimant States The proportion of unproductive loan expenditure 

in Western Australia and Tasmania is such that it should be a matter 
of considerable concern. ... No adequate provision, either by way of 
amortisation of debt or by charges for services, has been made to relieve 
the losses appearing in the State budget.” ^ The Commission also showed 
in what way past policy had been extravagant or mistaken. For instance, 
loan expenditure is not always made on a plan by which all loan charges 
are met by charging the cost to the beneficiaries, or by which the loan is 
liquidated by depreciation and sinking fund charges. 

^ Commonwealth Grants Commission, Fourth Report, p. 59. Cf. also Fifth Report, 
pp. 59-65. 

2 Commonwealth Grants Commission, Eighth Report (1941), pp. 72 and 73. See also 
Table 15 in Part III, 
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Anotlier feature of the tables is the comparatively high proportion of 
Commonwealth expenditure devoted to secondary functions. In this 
respect Australia resembles the United States more than the other Federa- 
tions studied here, although the expenditure in question is concentrated 
on a fairly narrow field. Apart from payments to States with respect to 
Federal Aid roads, the only important item of Commonwealth expenditure 
on secondary functions was invalid and old-age pensions. Education is 
mainly a matter for the States, and so are poor and unemployment reliefs. 
Responsibility for public health and similar items is divided between J^he 
States and Local Authorities. The Commonwealth spent £400,000 on 
maternity allowances in 1937-38. The State of New South Wales spent 
£1,470,000 on family endowment. Since July 1941 there has been a more 
comprehensive Commonwealth system of family endowment, covering ah 
States. The scheme provides for a payment of 5s. a week in respect of all 
children under 16 years of age, irrespective of the amount of family income. 
In the Commonwealth Budget for 1941-42 £13 millions were provided 
for this purpose. This provision promised temporarily to reverse the 
war-time trend of Commonwealth expenditure from revenue on primary 
functions to increase in proportion to expenditure on secondary functions 
(see Table 2 in Part III). As we have seen (p. 121), family allowances 
are among the subjects over which the Commonwealth is to be given 
power under the recent agreement with respect to post-war reconstruction. 
In general, the terms of this agreement mean that after the war there will 
be a further tendency for the Commonwealth to spend a greater proportion 
of its revenue on secondary functions.^ 

The tables also illustrate the transfer of revenue from the Common- 
wealth to the States by means of grants and other payments, although not 
all of these are included in the item “ Grants and similar intergovernmental 
payments For instance, payments for Federal Aid roads have been 
given under road expenditure. Unfortunately the figures in Finance do 
not include the State road funds ; neither do they show separately grants 
by the higher layers of Government, such as the States, to Local Author- 
ities. For this reason the figure for total road expenditure in the tables 
probably includes a certain amount of duplication in respect of Local 
expenditure from grants, while it does not include State expenditure not 
financed from Commonwealth grants. Commonwealth payments to or for 

^ This has been further borne out by the social security plans now being introduced. 
The first stage, announced by the Commonwealth Treasurer on lith Feb. 1943, is the 
creation of a national welfare fund. This is to be financed from an annual contribution 
from Commonwealth revenues amounting to £30 millions, or one-quarter of the receipts 
from individual income tax, whichever is the lower. The benefits to be paid from the 
fund include higher maternity allowances, funeral benefit for old-age pensioners, and 
allowances for dependent wives and all unendowed children. 
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the States in 1937-38, from revenue and from loan fund, are given in detail 
in Table 19 in Part III. 


IV. Public Debt 

On 30th June 1938 the public debt of all Governments in Australia 
was as given in Table XIII, pp. 145-46. 

Debt maturing in Australia is given in Australian pounds in the 
official accounts ; debt maturing in London in pounds sterling ; debt 
maturing in New York in pounds into which the dollar figures have been 
arbitrarily converted at the rate of £ = $4*8665 ; debt maturing in New 
Zealand in pounds ; and total debt represents the total ‘‘ face ’’ or “ book 
value of the debt, Le. no account has been taken of the differences in the 
various pounds in adding up debt maturing in different centres. 

Since the Commonwealth took over the debts of the States under the 
Financial Agreement Act, 1928, the public debt of Australia as given in 
the Commonwealth Budget Accounts comprises both debt for Common- 
wealth purposes and debt on account of the States. The corresponding 
figures for 1941 have been given in Table 11, Part III (Commonwealth and 
State Debt, 30th June 1941), Owing to the differences between States 
with respect to the functions of State, Local and semi-Governmental 
authorities, the debt of the latter has been included in Table XIII below. 

The Commonwealth debt is much more recent than the State debt. 
New South Wales, for example, began borrowing in 1842. The Common- 
wealth Government first entered the loan market as a borrower in 1915, 
although previous to that, in 1911, it had taken over transferred properties, 
and the liabilities of the Northern Territory and of the Port Augusta- 
Oodnadatta Railway amounting to £5*9 millions. Some property (build- 
ings, etc.) was taken over from the States at the time of Federation, and 
the Commonwealth paid 3|- per cent on the value of the property so 
transferred. Other debt was incurred for works and various purposes, but 
it is war that has been mainly responsible for the growth of the Common- 
wealth debt. Debt on accoimt of the war of 1914-18 represented more 
than two-thirds of the total debt for Commonwealth purposes on 30th 
June 1938. By 30th Jime 1941 the present war had swollen the proportion 
of Commonwealth debt due to war to three-quarters, and the aggregate of 
such debt by nearly a third. 

State debts have been incurred very largely for various developmental 
works. As we have seen, the State Governments undertake functions 
performed in other countries by Local Authorities or private enterprises, 
and this has caused their debts to increase with the development of the 
States. The net loan expenditure incurred by the States up to 30th June 
1938 was as given in Table XIV, p, 146. 



TABLE XIIT 


Public Debt of Australia, All Governments, 30th June 1938 




Maturing in- 




Australia 
£ thousands 
(Australian) 

London 
£ thou- 
sands 
(Stg) 

New Yorl 
£ thou- 
sands 
($4 8665) 

c New 
Zealand 
£ thou- 
sands 

Total 

£ thousands ^ 

For Commonwealth Purposes : 

(1) War Debt (1914-19) : 






Stock and bonds 

178,876 

11,020 



189,896 

Miscellaneous 

183 




183 

Indebtedness to United Kingdom . 

•• 

79,724 


•• 

79,724 

Sub- total, War Debt . 

179,059 

90,744 



269,803 

(2) Works and other Purposes : 






Stock and bonds 

26,606 

61,965 

16,081 


104,652 

Short-term debt ^ . 

. . 

5,495 



5,495 

General Trust Fund investments ® 

10,692 




10,692 

Balance of loans taken over from 
South Australia : 





(i) Northern Territory . 

29 

149 


, . 

178 

(ii) Port Augusta Railway 

15 

10 

•• 

•• 

25 

Sub-total,' Works and other 






Purposes 

37,342 

67,619 

16,081 

** 

121,042 

Total, Commonwealth Purposes 

216,401 

158,363 

16,081 


390,845 

On Account of States : 






Stock and bonds 

423,144 

200,539 

28,549 


652,232 

Short-term debt ^ . 

46,598 

23,155 



69,763 

Balance of debts of States taken over 
by Commonwealth and still repre- 





sented by State securities . 

•• 

162,195 

•• 


162,195 

Total on A^ieount of States 

46^742 

385,889 

28,549 


884,180 

Total Commonwealth and State 






Public Debt 

686,143 

544,252 

44,630 


1,275,025 

Local Governments : 






Due to Central Government . 

15,602 

• • 

. . 


15,602 

Due to banks (net overdraft) ^ 

1,402 




1,402 

Due to public creditor 

53,527 

12,723 

5,501 

31 

71,782 

Total, Local Governments 

70,631 

12,723 

5,501 

31 

88,786 

Grand Total, All Governments . 

741,072® , 

556,975 

50,131 

31 



1,348,209® 





1 



[Table continued overleaf 
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TABLE Xm— {continued) 


Maturing m — 



Australia 
£ thousands 
(Australian) 

London 
£ thou- 
sands 
(Stg.) 

New York 
£ thou- 
sands 
(34 8665) 

New 
Zealand 
£ thou- 
sands 

Total 

£ thousands’ 

Semi-Governmental and Other Public 
Authorities : 

Due to Central Government . 

Due to banks (net overdraft) ^ 

Due to public creditor 

Total, Semi-Governmental 
Authorities 

Total, Local and Semi-Govern- 
mental Authorities 

Grand Total, All Governments and 
Semi-Governmental Authorities 

41,140 

1,701 

79,367 

10,658 

1,442 


41,140 

1,701 

91,467 

122,208 

10,658 

1,442 


134,308 

192,739 

23,381 

6,943 

31 

223,094 

822,140 « 

567,633 

51,673 

31 

1,441,377® 







^ Total “face” or “book” value of the debt without adjustment on account of relative currency changes 
since the loans were floated. 

* Short-dated Treasury bills and debentures. 

® Other Treasury bills, 

* Aggregate of net overdrafts of all funds. The credit balances of other authorities which do not carry over- 
drafts have not been deducted. 

® Excludes Local Grovemment debt to Central Governments 

« Excludes debts to Central Government of Local and semi- Governmental authorities. 


TABLE XIV 

Net Loan Expenditxtiie incitbreb by the States up to 30th June 1938 

(£ millions) 


Public Works, Services, etc. : 


, 

Railways and tramways 

. 

371 

Roads, bridges, harbours, rivers, and lighthouses 

89 

Public buildings 

. . 

36 

Housing advances . 

Primary production : 


12 

Settlement 95 1 

Water conservation, irrigation 1 

and drainage 30 I 

Other 35j 

“ Sub-total 

160 

Water supply and sewerage 

. 

103 

Electricity supply . 

Other public works and services, 

including 

27 

! industrial undertakings and immigration 

13 

Loans and grants to local bodies . 

. . 

21 

Unemployment relief 

. 

26 

Other purposes 

• 

13 

Total, Public Works, Services, etc. . 

871 

Deficits and other items 


99 

Grand Total 


970 
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These figures refer to the amounts actually spent, and exclude those 
still unpaid. They show the nature of the debt, whether productive or 
unproductive. No data are available by which it would be possible to 
show the actual proportion of productive debt for all States. 

Details of the debts of the States, Local Governments and semi- 
Governmental authorities are to be found in Tables 12 to 14 in Part III. 

Public Debt Charges 

The debt charges of all Governments for 1937-38 are set out in the 
following table, which is analogous in its arrangement to Table XIII (see 
above, pp. 145-6). Both table sshow the predominance in peace-time of 
State debt, and the high proportion of the debt charges which is payable 
abroad, mostly in London. 

PubHc debt charges and net losses of the several States, in 1937-38 
and 1940-41, are set out in Table 15 in Part III, and the interest payable 
by Local Government and semi- Governmental authorities respectively in 
1937-38, by States, is set out in Tables 16 and 17, 

Special interest attaches to Table 15, which gives interest, sinking fund 
and exchange charges of the several States, in millions of pounds and per 
head of the population, as well as the net losses on these charges after 
deducting earnings. It fully demonstrates the great difference between 
New South Wales and Victoria and the other States, but especially between 
the former and the claimant ’’ States of South Australia, Western 
Australia and Tasmania. The net losses per head of the population are 
much higher m the three last named than in the other States. Especially 
is this true of Tasmania, where the debt charges per head are comparatively 
moderate — only those of Victoria are lower — but where the proportion 
of these charges given as net losses is phenomenal, making such losses per 
head the highest for all States. On the other hand, it must be admitted 
that the regular occurrence of substantial net losses in all States, including 
the eastern ones, shows that none of them has in the past pursued a policy 
of what may be strictly termed ''sound finance ” according to old-fashioned 
principles. 

The losses arise from works partially or wholly unproductive and from 
deficits financed from loan funds. The Commonwealth Grants Commission 
has examined the position with special reference to South Australia, 
Western Australia and Tasmania, and concluded that " no irrigation, land 
settlement or railway authority charges consumers sufficient to cover its 
costs, and the combined deficits of these undertakings have an un- 
stabilising effect on political conditions and on public finance. There is 
a further more cogent reason why the system of not making adequate 
charges for economic services is unsound. If the deficiency is charged to 
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TABLE XV 


Debt Charges of Australia, All Governments, 1938 (Interest ratable 

ON 30th June) 



Payable in — 

Interest on Debt of — 

Australia 
£ thousands 
f Australian) 

London 
£ thou- 
sands 
(Stg) 

New York 
£ thou- 
sands 
($4*8665) 

New 
Zealand 
£ thou- 
sands 

Total 
£ thou- 
sands ^ 

Commonzvealth : 






War (1914-19) . 

7,160 

426 

. . 


7,576 

Works and other purposes 

1,152 

2,775 

785 


4,712 

Total, Commonwealth . 

8,302 

3,201 

785 


12,288 

States : 






New South Wales 

6,211 

5,943 

627 


12,781 

Victoria .... 

4,085 

2,412 

222 


6,719 

Queensland 

1,966 

2,794 

408 


5,168 

South Australia 

2,312 

1,675 

87 


4,074 

Western Australia 

1,673 

1,695 

101 


3,469 

Tasmania 

468 

492 

11 


971 

Total, States 

16,715 

15,011 

1,456 


33,182 ! 

Total, Commonwealth and States 

25,017 

18,212 

2,241 


45,470 

Local Governments : 






To Central Government 

649 

, , 

, , 


649 

To banks (net overdraft) ^ 

63 




63 

To public creditor 

2,328 ; 

656 

294 

2 

3,280 

Total, Local Governments 

3,040 

656 

294 

2 

3,992 

Grand Total, All Govern- | 






MENTS . , . 1 

27,408’ 

18,868 

2,535 

2 

48,813 » 

Semi - Governmental and Other 






Public Authorities : 

To Central Government 

1,540 




1,540 

To banks (net overdraft) ^ 

42 j 



. . 

42 

To public creditor 

3,134 

470 

79 

. . 

3,683 

Total, Semi-Governmental 






Authorities 

4,716 

470 

79 


6,265 

Total, Local and Semi- 






Governmental Author- 
ities 

7,756 

1,126 

373 

2 

9,257 

Grand Total, All Govern- ^ 






MENTS AND SeMI-GoVERN- 

MENTAL Authorities 

30,584^ 

19,338 

2,614 

2 

52,538’ 








^ Nominal amount of interest payable, taking no account of exchange. 

* Aggregate of net overdrafts of all funds. The interest on the credit balances of other authorities 
which do not carry overdrafts has not been deducted. 

** Excludes interest due from Local to Central Governments. 

* Excludes interest due from Local and semi-Governnaental authorities to the Central Governments. 
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the taxpayer, it will fall mainly on the higher grades of taxable income. 
The benefit of the lower charges on economic services goes predominantly 
to the larger user, but in this case he is usually the landowner. This 
applies to the main services on which loan money is spent in Australia, 
viz. roads, land settlement, railways and water supply. Charges for these 
services, which are less than the annual cost, and which make no adequate 
levy on the persons benefited, act as a subsidy to land values. High land 
values in a community dependent on primary production are a definite 
hmdrance to such production.” ^ 

\./ To sum up : the debt charges of the Commonwealth are mainly on un- 
productive debt resulting from two great wars, whereas those of the States 
are due to the investment of Australian and foreign capital in productive 
enterprises of many kinds and also in unproductive works. The loan 
policy of the States is not above criticism, for reasons stated above, 
especially in South Australia, Western Australia and Tasmania, which 
receive special grants from the Commonwealth to assist them in trying to 
maintain Budget equilibrium. 

V. War Chanoes 

As in other Federations studied here, the war has considerably in- 
creased the relative importance of the Commonwealth in Australian 
finance. Its expenditure has become paramount. Tables 1 and 2 in 
Part III give the Commonwealth revenues and its expenditures from 
Consolidated Ee venue in 1940-41 (actual figures) and 1941-42 (Budget 
figures). A comparison of these tables with Tables VI, VII, XI and XII 
will show some of the changes that have taken place. The Common- 
wealth expenditure from revenue budgeted for in 1941-42 is more than 
twice as large as that of 1937-38 — the increase is 109 per cent. The 
proportion of the total devoted to defence or war has risen from 8 to 44 
per cent. In 1940-41, before the proportion of secondary functions was 
temporarily swelled by the introduction of Commonwealth child endow- 
ment, the proportion of expenditure from revenue devoted to war was 49 
per cent. The increase in Commonwealth loan expenditure was much 
more phenomenal. Omitting redemptions it amounted to £4*5 millions 
in 1937-38 and to £151-7 millions in 1941-42 (Budget estimate) — an 
increase of 3234 per cent. The loan expenditure on defence rose from 
£1-7 millions to £149*1 millions. Expenditure from Consolidated Ee venue 
and Loan Fund combined has risen from £77-7 millions in 1937-38 to 
£303-7 millions in 1941-42, or, if the official totals are adopted, from £90-9 
millions to £321*9 millions. Expenditure on defence or war from revenue 

^ Commonwealth Grants Commission, Eighth Report (E. 1357, 1941), pp, 75-81. 
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and loan rose from £7-7 millions to £215*7 millions. In introducing the 
Budget for 1943-44 in the House of Representatives Mr. Chifley, the 
Commonwealth Treasurer, showed that half the whole National Income 
is being devoted to the war, and taxation in the current financial year 
is expected to reach £270 millions as compared with £74 millions in 
1938-39. Up to 30th June 1943 the total cost of the war to Australia 
reached £1107 millions, of which £363 millions were provided by taxation, 
£474 millions by loans from the public and £259 millions by discounting 
Treasury Bills with the Commonwealth Bank. 

At the same time, the greatest possible economy is taking place in 
civil expenditure. Loan expenditure is confined as far as practicable to 
war needs. There has been a considerable contraction of loan expenditure 
on public works other than defence. The Loan Council, held in Melbourne 
on 11th August 1942, sanctioned a programme involving the expenditure 
of £12*9 millions, a saving of no less than £6*7 millions on the programme 
of the preceding year. All works sanctioned were directly or indirectly for 
defence, or subject to inescapable commitments or of special character. 
A substantial reduction took place in loan expenditure on State and semi- 
Governmental works. 

As elsewhere, the increase in expenditures has led to an increased 
predominance of the Centre in the field of taxation, and to greater pro- 
gression in the revenue system. *JWe have already seen (pp. 117-19) that 
the Commonwealth has for the period of the war displaced the States from 
the income tax and entertainments tax field. Commonwealth revenues 
have risen from £75*1 millions in 1937-38 to £152*0 millions (Budget 
estimate) in 1941-42, or by 102 per cent. At the same time. Group I 
(Progressive Taxes) rose from 10 to 23 per cent of total Commonwealth 
revenues, and income tax (on individuals and companies combined) from 
13 per cent to 33 per cent, or 41 per cent if pay-roll tax and war-time 
company tax and supertax are included. These figures arc previous to 
the surrender of State income taxes, which took place in 1942.3 

Thus a high and increasing proportion of the national income is 
diverted to the war efiort, though Table IV on page 124 shows that this 
process only got fully under way after some delay. Meanwhile that 
income is rising in spite of the interruption of oversea trade and the 
consequent effect on primary exports.^ Industrial reorganisation to 
meet war needs is having a special advantageous effect on the industrial 
States, New South Wales and Victoria. These factors will not remain 
without repercussions in the field of finance. 

^ The latter has meant, among other things, that Australia has not been able to 
repatriate her sterling debt to the same extent as Canada and India. 
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1. The National Economy 

The Union of South Africa has an area of somewhat less than half a million 
square miles. It is, therefore, four times the size of Great Britain and 
twice that of France. Its population is 9*6 millions, of whom a shade over 
2 millions are European. The mainspring of its economic activity at 
the present time is gold mining. In recent decades agricultural and 
pastoral production has been considerably increased with a view to supply- 
ing not only the Union’s own requirements but also the demand for export 
abroad. This has been combined with an enormous expansion in manu- 
factures which has been especially noticeable in recent years. Prior to 
1925 the tariff was mainly a revenue one, but under the revised tariff of 
that year a policy of protection for industries in the Union was systematic- 
ally undertaken. South Africa is fortunate in being the producer of a com- 
modity which is always in general demand — gold, which has been mined 
there since 1886 and in considerable quantities since 1896. She produces 
about one-third of the world’s gold and is easily the greatest producer.^ 
From 1923 to 1929 there was prosperity combined with expansion in the 
Union. The years 1929 to 1932 were depression years, but after 1932 the 
price of gold leapt up to new high records, and this not only gave an 
enormous impetus to mining itself but revived to a very substantial degree 
the economic activity of the Union. The large imports of capital, mainly 
British, have been due to expansion in mining, chiefly diamonds and gold, 
and in transportation, mainly railways. Professor Frankel in his compre- 
hensive study on Capital Investment in Africa ^ brings this out clearly. In 
dealing with the economic structure of the Union he shows that South 
Africa is largely dependent, as we have shown Canada to be, on a very 
restricted number of exportable products. There are few countries in the 
world so dependent on foreign trade as is the Union. In 1937 all mineral 
exports accounted for 75*3 per cent of the total export trade (diamonds 
for 2*8 per cent and gold exports for 69*3 per cent) ; wool exports for 
10*6 per cent ; and all agricultural and pastoral exports 23*5 per cent. 

^ Vide, G. Findlay Shirras, “ The Position and Prospects of Gold ”, Economic Journal^ 
June-Sept. 1940. Since the peak year 1940 this percentage has increased to over 
that figure : 14 million fine oz. m 1940 out of an estimated world production of 40*5 
millions, and in 1942 14-8 million fine oz. out of a world production of 36 millions. 

2 Issued by the Committee of the African llesearch Survey under the auspices of the 
Royal Institute of International Affairs. Oxford University Press, London, 1938. 
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Thus mineral and agricultural, including pastoral, exports account for 
98-8 per cent. Over the thirty years gold alone has formed nearly 60 
per cent of the total, and it is on the mineral industry that the modern 
economy of the Union has been built. To an ever-increasing extent the 
finances of the Union depend on the direct and indirect taxation of gold 
mining. The Minister of Finance, Mr. Hofmeyr, stated in September 1942 
that the fact that the maintenance of gold production was essential not 
only for South Africa’s war effort but for the cause of the United Nations 
had come to be appreciated generally. In the last financial year ”, he 
said, '' the gold-mining industry contributed directly over 30 per cent of 
all the State income on revenue and loan accounts and a good deal more 
indirectly.” The seventy of taxation on gold-mining income was illus- 
trated by the Transvaal Chamber of Mines in its evidence to the Depart- 
mental Committee on Mining Taxation in 1935 by the following 
approximate rate of similar taxation expressed as a percentage of taxable 
profits in other gold-producing coimtries : Union of South Africa 42 ; 
Ehodesia 23 ; Australia 18 ; U.S.A. 14 to 18 ; Canada 13 to 19 ; West 
Africa 12. Another characteristic of the Union economy is the degree to 
which agriculture is assisted for the benefit of Europeans engaged in that 
industry. A large part of the burden falls on those export industries, such 
as gold, which do not receive off-setting advantage^ and cannot shift the 
tax. The burden has also grown on mines because of the protection 
granted to manufacturing industry since 1925. Except in the case of wool 
there is no important agricultural commodity which is not dependent on 
the maintenance of an artificial internal price structure or on some similar 
kind of protection. While anxious not to give a one-sided or ex-farte view 
I agree, generally, with Professor Frankel when he says, “ There has 
grown up in the Union a system of tariffs, subsidies, quotas, price regulat- 
ing and marketing schemes, which is remarkable in its wide ramifications, 
contradictions and complexities. IJearly every important,, agricultural 
commodity for which an appreciable local market exists has now to be 
sold at internal prices above the corresponding world prices. Moreover, 
the rates structure of the railways has been mainly devised to conform 
with the system whereby agricultural, particularly export products are 
subsidised by means of artificially low transport charges. Since Union 
too, very large sums have been spent on the construction of unpayable 
branch lines in order to stimulate farming, often in quite unsuitable areas. 
The low contribution made by agriculture to the direct revenues of the 
Central Government is due both to the special exemptions under the 
Income Tax Acts and to the low net incomes obtained from agricultural 
operations.” 1 Thus, in spite of the efforts of the Government to put 
^ Frankel, Capital In'vestment in South Africa, Oxford University Press, 1928, pp. 121-2. 
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European ” agriculture on a secure basis, it is more dependent that ever 
on the remainder of the Union economy. More than one-half of the 
Union’s native population is on farms, and of these 70 per cent is occupied 
in European areas. The policy is to pluck the golden goose with as 
little squealing as possible to enable agriculture and industries to be in 
a position sufficiently sound to hold their own when the Union will no 
longer be primarily dependent on gold. 

The total amount of foreign capital invested between 1870 and 1936 
in the Union of South Africa is approximately £523 millions. Of this price 
capital is £250 millions, of which two-thirds is in mining, and of the 
remainder three-fifths is in landowning, banking, insurance and investment 
companies and two-fifths in commerce, industry and agriculture.^ These 
estimates show that, in return for the gold, diamonds, etc., the Union has 
become equipped with foreign capital in the form of machinery and other 
paraphernalia of an advanced industrial economy. When it is remembered 
how small the population is, and how the development of the Union has 
been determined to a very large extent by the interests of the white 
population, these foreign capital investments are remarkably high. 
Nevertheless, investments have not resulted so far in a high standard of 
living for the population as a whole, white, native or coloured. The 
entire population is not employed at the optimum level, i.e. at a level 
which would maximise the national output. Therefore the national 
income is still low per head of total population, and up to the outbreak of 
war, the flow of capital continued at such a rate that there were few, if any, 
signs of the Union ever becoming a creditor country. A debtor country 
should eventually increase its own national income so that it no longer 
requires capital from abroad, as has been seen recently in other parts of 
the British Commonwealth. The Union (except in mining — three- 
quarters of the foreign capital is invested in mines and in urban centres 
serving thes^ mines) is a good example of a country in which the mar- 
ginal efficiency of capital is low in most enterprises. This large invest- 
ment of capital from abroad obscures the poverty of the great part of the 
population, native, coloured and European. The most urgent problem 
in the Union economy to-day is to increase the national income or to 
increase production, a gigantic task, and this means the development of 
non-material as well as material resources among all classes of the popu- 
lation, including coloured and poor whites. This development, as one 
authority somewhere phrases it, depends ‘‘ on opening the doors of 
personal opportunity ”. But in South Africa these doors remain closed 
to a large section of the population — coloured, native and European. 

^ Frankel, ojp. cit Table 28 
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11. The South Africa Act 

The Union brought about by the South Africa Act, 1909, was not the 
first attempt to federate the four main political divisions of South Africa. 
The first attempt was mooted in 1857, and again in 1877 when a permissive 
South Africa Act was passed by the British Parliament. It failed, but 
Sir Bartle Frere, Governor of Cape Colony and the first High Commissioner 
of South Africa, pushed on the idea of Federation. In 1880 the Sprigg 
ministry definitely formulated proposals for union to be considered by 
the delegates of the various States. The proposals again fell through, and 
after the battle of Majuba, 1881, the British Government abandoned the 
Transvaal. Even before this Cecil Rhodes had the idea of a federated 
South Africa under British rule with the assent of the Cape Dutch. 
Rhodes, who died at the comparatively early age of forty-nine, leaving 
some £6 millions to the public service, endowing 170 scholarships at 
Oxford for students of the Colonies, U.S.A. and Germany, and leaving 
£100,000 to his old College, Oriel College, Oxford, belonged to a group of 
statesmen who will live in the history of South Africa — Lord Milner, 
1854-1925 ; Jan Hendrik Hofmeyr, 1845-1909 ; Sir L S. Jameson, 1853- 
1917 ; General Louis Botha, 1852-1909 ; and Lord Selborne, High 
Commissioner of South Africa in 1907. Lord Milner, after being Under- 
secretary for Finance in Egypt (1890-92) and Chairman of the Board of 
Inland Revenue in London (1892-97), became High Commissioner of 
South Africa in 1897 and continued in office until 1905. Milner had a 
great and strong mind and saw, in a way few of his contemporaries did, 
the advantages of a political union of the South African States It was 
he, too, who saw the undoubted advantages of a customs union, realised in 
1903, and of a unified transport system, railways, harbours and portsJ 
He saw, too, the advantages of a policy for agriculture, for industry and 
for education. He had a peculiar ^genius for finance, as^figures were 
'' real counters of thought to him and a balance sheet as lucid as a page 
of print Milner, in short, prepared the way for Selborne, his successor, 
who wrote a Memorandum on the Closer Union of the South African Colonies. 
After the Peace of Vereeniging, 31st May 1902, all four political divisions 
of South Africa were British colonies and in consequence their federation 

^ “ Lord Milner had also taken advantage of every opportunity to terminate or 

minimise the injurious competition between the various railway systems in South Africa 
for the trade of the Rand. The railways of the Transvaal and the Orange River Colony 
were united under one management, the Inter- Colonial Council, administered as a Joint 
concern ; and agreements were concluded with the Cape and Natal Governments at the 
Railway Rates Conference of 1905. This movement of closer railway union contributed 
in no small way towards the attainment of political union ” (M. H. de Kock, The Economy 
Development of South Africa, London, P. S. King & Son, 1936). 
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was easier than hitherto. In 1909 the National Convention met, first in 
Durban and then in Capetown, and had representatives of all the South 
African colonies. The South Africa Act, 1909, resulted and on 31st May 
1910, i.e. on the eighth anniversary of the Peace of Vereeniging and 
thirty-three years after the Permissive Federation Act of 1877, the four 
colonies finally entered upon the complete union of the wide Dominion of 
to-day. 

The Act itself is of special interest to the student of Federal Finance. 
It differs from the Canadian and Australian Constitutions in that the 
Provinces of the Union have no written Constitution superior to ordinary 
law which guarantees their rights, as in the cases of the Provinces of 
Canada and of the States of Australia. The Union Parliament could abolish 
the provincial system if or when it likes. There is nothing in the Statute 
of Westminster applicable to the Union of South Africa which guarantees 
the Constitution. It cannot, therefore, be said that the relationship of the 
Union Government to the Provinces is really federal in character. Two 
things seem clear in this connexion. In the first place, the provincial 
system in the South Africa Act, 1909, was, as it were, a sop to those in 
favour of a federal form of government. In the Act it is the unitary 
system that is really established. Secondly, the continuance of the 
provincial system at the present time is to be explained as due to fears still 
entertained in some parts of the Union, notably in Natal, of the domina- 
tion of the Union Parliament and the Union Government, rather than 
to any functions which the Provincial Governments perform. Direct 
taxation granted to the Provinces under section 85 (i) was withdrawn 
from them by Act No. 46 of 1925, amending the financial relations 
between the Union and the Provinces, as set out in the Financial Eolations 
Act of 1913.^ From the first the Provinces have relied on subsidies from 
the Union to a very large extent. In 1937, for example, 52 per cent of 
their total revenue was from subsidies {vide Table IV below) as compared 
with 8 per cent in Canada. For this reason more than any other perhaps, 
the Provinces have not been genuinely self-governing. The Provinces and 
not Local Authorities are entrusted with elementary education, hospitals, 
poor relief, roads and bridges, racing, betting, game and fish preserva- 
tion. Under section 85 (vi) Provinces are also in charge of municipal 
institutions, divisional councils and other local institutions of a similar 
nature ”, and so the Provincial Government is of immediate concern even 
to a town council of the size of Johannesburg. ^ On the other hand. 


1 This Act was modified by Acts No. 9 of 1917, No. 6 of 1920, No. 5 of 1921, No. 5 
of 1922, No. 21 of 1924, No. 46 of 1925, No. 39 of 1927 and No. 50 of 1935. 

^ Cf. Maud, City Government, the Johannesburg Experiment^ Oxford, Clarendon Press, 
1938. 
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problems relating to native affairs, to the public liealth of the country as a 
whole, to defence, justice, higher and technical education, agriculture, 
commerce and industry, railways and harbours are administered exclu- 
sively by the Union Government. The Union Parliament has ‘‘ full power 
to make laws for the peace, order and good government of South Africa 
under the South Africa Act. The financial powers of the Provinces are 
limited and they are, in effect, as the Provinces of Canada and the 
States of Australia are not, pensioners of the Union Government instead 
of sovereign Governments. The Municipalities differ from those in 
practically every other country of the world. In most countries it is usual 
for Municipalities to obtain grants for education, police, health and other 
purposes, and the grants are dependent on a satisfactory standard of 
performance by the Local Authority. In South Africa not only is the 
scope of Municipal Government limited but Local Authorities have 
practically no help or supervision from the Union or Provincial Govern- 
ments. The Municipalities, therefore, have been forced to finance them- 
selves by profits from public utilities (water, transport, electricity, etc.), 
and even on sewerage and sanitary services profit is frequently made. 
Only about half their annual revenue in 1937 was met by the taxation of 
property, as will be seen from Table IV below. Rating differs from the 
English model, as owners bear the whole burden, occupiers being exempt, 
and the rating power of Local Authorities is limited to an annual maximum 
by legislative enactment.^ The English method of assessment, the basis 
being annual rental value, is not followed in South Africa, where land and 
improvements are assessed separately on the capital or selling value in 
each case. Since education, poor rehef and hospital administration do 
not fall definitely within the sphere of South African Municipalities, they 
do not generally provide for the social or cultural municipal life, although 
the bigger Municipalities have housing schemes to provide for the needs 
of the poorer classes, both European and native ; ^ nor d«> they make 
regular provision for poor relief. It is sometimes said that the urban 
native can relieve his own destitution by retiring to the rural areas 
reserved for native occupation or by relying on assistance from his 
family or friends. 

The financial provisions of the Constitution are contained in sections 
117 to 133 of the South Africa Act, 1909. A Consolidated Revenue Fund 
and a separate Railway and Harbour Fund were constituted under sec- 
tion 117 : All revenues, from whatever source arising, over which the 

^ Vide Eating Proclamation (No. 38 of 1902). Maud, op. cit. p. 54. 

2 Johannesburg, for example, has built the Orlando Native Township, and it has 
announced that it intends spendmg another million pounds or more on another big 
housing scheme to take the place of the one on the Pretoria Eoad. 
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several Colonies have at the establishment of the Union power of appro- 
priation, shall vest in the Governor-General-in-Council. There shall be 
formed a Eailway and Harbour Fund, into which shall be paid all revenues 
raised or received by the Governor-General-in-Council from the adminis- 
tration of the railways, ports and harbours, and such fund shall be 
appropriated by Parliament to the purposes of the railways, ports and 
harbours in the manner prescribed by this Act. There shall also be formed 
a Consolidated Eevenue Fund, into which shall be paid all other revenues 
raised or received by the Governor-General-in-Council, and such fund shall 
be appropriated by Parliament for the purposes of the Union in the 
manner prescribed by this Act, and subject to the charges imposed there- 
by.” From the date of the Constitution of the Union, May 1909, until 
April 1913, when the Financial Eelations Act came into force, the funds 
required by the Provinces were provided by grants from the Union 
Exchequer. The Act of 1913 transferred to the Provinces certain taxes 
and fees, e.g. totalisator taxes, fees (school and hospital fees), licences 
(dog licences, licences for game hunting, trading and professional 
licences), auction dues and other receipts connected with provincial 
matters as defined in section 85 of the South Africa Act. At first little 
use was made of these powers but later, with the growth of provincial 
expenditures, resort to them became indispensable. The proceeds of the 
transfer duty on fixed property, licences for the sale or supply of liquor 
and native pass fees are collected by the Union and assigned to the 
Provinces under the Financial Eelations Act. These revenues are, in the 
words of the Eeport of the Provincial Finances Commission, 1923, 
revenues over which the Provinces have no control and in regard to the 
levying of which the Provinces have no responsibility ”. These revenues 
are uncertain and, while encouraging expenditure in good years, they have 
caused, by their shrinkage in years of depression, great difiiculties. The 
Financial E^ations Act, 1913, based the amount of subsidy on the 
expenditure for any year — it was to be one-half of such expenditure — 
but if the expenditure for any year exceeded the expenditure of the 
previous year by more than per cent, that Province was to get one- 
third instead of one-half of that excess as subsidy. A special subsidy of 
£100,000 per annum was granted to Natal and the Orange Free State, as 
they were less favourably placed than the other two Provinces. The 
expenditure of Local bodies within a Province ranked as ordinary expendi- 
ture of the Province itself. This provision was necessitated by the 
predominance of Local expenditure in the Cape Province, The Provinces 
were also permitted to include the annual interest and debt redemption 
payments as part of their ordinary expenditure for the assessment. 
Owing to the increase in expenditures mainly on education, roads, hospitals 
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and poor relief, the Provinces were given in 1917 additional powers to 
raise taxation in respect of licences for places of amusement, and an increase 
of 15 per cent was permitted in the assessment of the subsidy for educa- 
tion, the largest item, and 5 per cent for other expenditures. In the 
post-war crisis of 1921 the cutting-down of subsidies led Provincial 
Governments to resort to their powers of taxation, but this met with 
opposition from their legislatures and the deficits were met largely by 
borrowing. In 1922 the Baxter Provincial Finances Commission was 
appointed to report on the whole system of financial relations of the 
Provinces with the Union. In its Report the Commission recommended 
a new basis for subsidies, viz. by reference to the number of pupils in 
average attendance. It also suggested somewhat radical changes in 
taxation which were adopted in the Provincial Subsidies and Taxation 
Powers Amendment Act, 1925. This Act withdrew from the Provinces 
the general power of direct taxation, derived under section 85 (i) of the 
South Africa Act, 1909, as direct taxation on the part of the Provinces 
had given rise to a large number of cases on the validity of the taxing 
ordinances read in the light of the Constitution. The Provinces were given 
the power under the Act to raise taxes on vehicles, including motor 
vehicles ; a wheel tax ; an amusements tax ; taxes on persons other than 
companies and on the incomes of persons other than companies, subject to 
certain limits r a tax on companies other than mutual life insurance com- 
panies ; a tax on the ownership of immovable property ; the taxation of 
racing and betting and the dissemination of betting information ; licences 
including (1) licences for dogs outside urban areas, (2) licences to own or 
drive any motor and other mechanical vehicles, (3) licences on the importa- 
tion for sale within the province of goods from beyond the borders of the 
Union. Licences in respect of trade, professions and occupations were 
taken over by the Union Government but the proceeds were transferred to 
the Provinces together with the proceeds of transfer duty, liquor licences 
and native pass fees. Under Act 17*of 1938 the Provincial (Governments 
may authorise the carrying-out of professions and callings without payment 
and are then reimbursed by the Union Government for the loss of such 
revenue. Under Act 33 of 1939 the Cape Provincial Administration 
is paid an annual subsidy of £160,000 in lieu of importers’ licences. A 
Consultative Committee consisting of the Administrator and the Executive 
Committee of each of the four Provinces was appointed under Act No. 50 
of 1935 as a result of the Roos Provincial Finance Commission which 
reported in 1934:.^ The Minister of the Interior is the permanent President. 
The Committee meets to discuss matters common to the Provinces. The 
Act of 1935 also provided that the outstanding capital loans made to the 

^ U.G. m. 46, 1934. 
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provinces prior to the 1st April 1935 to meet deficits on revenue account 
were, together with interest charges upon these loans, assumed by the 
Union Government. As the annual subsidy to Natal was increased from 
£75,000 to £125,000, the Provincial Council of Natal could pay to the city 
of Pietermaritzburg compensation for the loss of prosperity through its 
having ceased to be a seat of Government. By the National Roads Act ^ 
the Provincial taxpayer was given considerable relief, as the National 
Road Board took over the payment of interest and redemption charges 
on loans raised prior to 1st April 1935. The National Road Board votes the 
grants for the construction, repair and maintenance of roads payable to 
the Provinces whose duty it is to carry out this work in accordance with 
plans approved by the Board. This is interesting as yet another indication 
of the control of the Centre over the units in the sphere of public finance. 

III. Government Revenues and Expenditures 

The following table, which is in two parts, shows the increase in 
Government expenditures and revenues in the Union of South Africa : ^ 


TABLE I 

Government Expenditures and Revenues in South Africa 
(£ millions) 



1913-14 

1921-22 

1926-27 

1930-31 

1937-38 

1940-41 

Percentage 

Increase, 

1940 over — 








1913-14 

1937-38 

A. Expe7iditures • 
Union . 

11 

21 

22 

24 

33 

65 

491 

97 

Provincial 

3 

9 

10 

12 

17 

19 

533 

8 

Total 

14 

30 

32 

36 

50 

84 

500 

68 

B. Bevemies : 









Union , 

13 

24 

29 

29 

44 

55 

323 

25 

Provincial 

1 

i 

4 

4 

1 

5 

8 

9 

800 

13 i 

Total 

14 

1 

28 

1 

33 

34 

1 

52 

^ 1 

04 

357 

23 


* Pmancial years beginning Ist April. 


If we take the national income of South Africa and express the Union, 
Provincial and Municipal revenues and the total Union expenditures from 
revenue and from loan as a percentage of it, we find that South Africa, 
as compared with the United States, Canada and Australia, is in a favour- 
able position from the viewpoint of the burden of taxation. The national 


1 No. 42 of 1935. 


Municipal data are not available. 
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income estimates are those of Professor Frankel and his collaborators d 
They were quoted by Mr. J. H. Hofmeyr, Minister of Finance, in presenting 
his Budget to the House of Assembly on 26th February 1942, when he 
stated that ‘‘ Hard though the saying may appear to be to those who are 
smarting under the increased burdens imposed in recent years, this country 
is still, by comparison with others, lightly taxed The estimates for 
1940-41, 1941-42 and 1942-43 are our own and are based on Professor 
Frankel’s estimate after allowing for the increase in prices and assuming 
that the increase in production was not less than the increase between 
1939-40 and 1940-41, a safe estimate. The data are given in the following 
table : 

TABLE II 


Government Revenues and Expenditures expressed in Terms of the 
National Income 



1937-38 

1940-41 

1941-42 

1942-43 

1. Revenues (£ millions) : 





Union ..... 

40 

55 

80 

88 

Provincial ..... 

8 

8 

8 

8 

Municipal ..... 

10 

10 

10 

10 

Total .... 

58 

73 

98 

106 

2. Union Expenditures {£ millions) : 

From revenue .... 

35 

65 

75 

88 

From loan ..... 

19 

47 

54 

52 

Total .... 

54 

112 

129 

140 

3. National Income (£ millions) 

370 

470 

510 

550 

4. Fercentage of the National Income : . 

(a) Revenues .... 

16 

16 

19 

19 

(6) Union Expenditures : 

i. Expenditures from revenue 

9 

14 

15 

16 

ii. Loan expenditures 

5 

10 

10 

9 

iii. Total .... 

14 

24 

25 

25 

iv. Defence only 

1 

10 

14 

15 


exrym^dftnrS^ha^vp 1942-13 it has been assumed that provincial and imiiucipal 

Sea eSdSS-aate approximately the same as in 1940-41. ProvmciaJ revenue 


1 These figures refer to revenues collected by, not to those avaUable to, the various 
Governments. 
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The percentages in the table opposite are particularly striking when 
compared with those of other Federal Governments. War expenditure, 
it may be noted, was 10 per cent of the national income in 1940-41 as 
compared with 15 per cent in Canada and 40 per cent in Great Britain. 
In 1942-43 the percentage in the Union of South Africa is 15 per cent and 
in Canada over 40 per cent (including gifts to the United Kingdom). 

It will aid the understanding of the tables below if the distribution of 
the national income is remembered. The following figures are for the 
year July 1938 to June 1939 (the figures in brackets are for the corre- 
sponding period of 1940-41) ; they are in millions of pounds. Mining 
81-5 (100) ; manufactures 69*7 (85) ; commerce 53*8 (60) ; farming 50*0 
(60) ; railways 23*9 (27) ; defence 0*0 (24) ; Central Government 17*5 
(17) ; Provincial Government 15*0 (15) ; Local Government 8*0 (8) ; 
education, professions, etc. 12*4 (12) ; rent 27*3 (28) ; others 35*7 (36) — 
total 394*8 (472). The details of the national income were as follows : 
available for consumption 316*2 (367) ; net investment 56*8 (31) ; 
dividends and interest paid abroad 20*0 (19) ; war expenditure 1*8 (55). 
Note the importance of mining and then of manufactures as compared 
with the place taken by agriculture, which, as has been observed above, 
is subsidised. The increase in war expenditure by £53 millions, the 
decrease in net investment by £25 millions and the increase in the income 
available for spending by 10 per cent after allowing for war expenditure, 
are noteworthy. 

Tables III and IV summarise overleaf the revenues of South Africa 
for the Union, Provinces and Municipalities in four main groups for the 
pre-rearmament year 1937-38. 

It is sometimes said that it is difficult to discuss as a whole the tax 
structure of a Federal system in which a large proportion of the total 
governmental revenues and expenditures are provincial and local. The inci- 
dence of taxation, the services provided by the various Governments and 
the transfer expenditures are problems particularly complicated in such cir- 
cumstances. Such a difficulty does not arise in the Union of South Africa 
as the Centre predominates to an unusual degre,e. The revenues collected 
by the Union in 1937-38 were as much as 66 per cent of the revenues of 
all Governments as compared with only 17 per cent in the case of the 
Provinces (excluding subsidies from the Union Government) and 17 per 
cent in that of Municipalities (revenues available to the Union, Provinces 
and Municipalities were respectively 55, 28 and 17 per cent of the total). 
Moreover, subsidies from the Union to Provincial Governments play a 
much greater part in Provincial revenues than is the case in any of the 
other Federal systems studied. 

The system as a whole has certain well-defined characteristics. In the 

M 
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TABLE III 

The Revenue System of South Afeica, All Goveenments, 1937-38 

(£ thousands) 



Union 

Provincial 

Municipal 

Total 

j Gkoup I. Mainly Progressive Taxes : 

1 Income taxes on individuals 

1,530 1 

5. 

1,1802 


2,710 

Supertax on individuals 

2,1031 

3 


2,103 

Estate and succession duties . 

1,038 



1,038 

Native taxes and pass fees 

629 

604 


1,233 

Total, Group I . . . 

5,300 

1,784 


7,084 

Gkoup II, Taxes on Property : 





Taxes on land and buildings . 

15 

936 

4,728 

5,679 

Government property and estate 

320 


624 

944 

Total, Group II . 

336 

936 

5,352 

6,623 

Gkoup III. Taxes on Business * 





Mining revenue (mainly income tax) . 

10,190 



10,190 

Income taxes on non-mining companies 

3,040 > 

749 


3,795 

Stamp duties and other taxes . 

1,496 

695 


2,191 

Total, Group III . 

14,732 

1,444 


16,176 

Group IV . Mainly Gon8umj}tion Taxes : 





Customs ..... 

10,678 


. . 

10,678 

Excise ..... 

2,912 



2,912 

Other Similar Taxes and Licences : 

Motor vehicle licences . 

Other licences .... 
Entertainment and racing 


2,137 

165 

741 


2,137 

165 

741 

Other taxes .... 


118 


117 

Sub-total, Other Taxes and Licences 


3,161 


3,160 

Revenues from public utilities and ser- 
vices (net) .... 

1,656“ 


2,859 

4,414 

Miscellaneous ..... 

4,114® 

908 

2,5^98 

7,220 

Total, Group IV . 

19,259 

4,069 

5,057 

28,384 

Grants and subsidies 


8,955® 

. . 

8,955 

Grand Total 

39,626 

17,188 

10,409 

67,222 

Less duplications .... 

6,79D 


. . 

6,791 

Net Total . 

32,835 

17,188 

10,409 

60,431 


iijguiu ootaiuea uv ai\ 
® Includes supertax. 

* Posts, telegraplis and telephones. 

« Union Government subsidies . 
Grant : South Africa Native Trust 
„ National Boad Fund 
„ Other . 


uwva* wiicuwuus XXI proportion to assessi 
* Included under income taxes 

. £6,319 000 
817,000 
- 1,809,000 

10,000 


£8,955,00 0 

Subsidies to the Provinces and interest on loans made to the Provinces. 
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TABLE IV 


The Revenue System of South Africa, All Governments, 1037-38 
(Percentage distribution) 



1 Percentage Share of each 

I Government in Total 

1 Revenues 

Percentage Distribution 
ot each Government’^ 
Revenue 

Union 

Provincial 

Municipal 

Total 

Union 

Provincial 

p, 

3 

3 

o 

E-i 

Group I. Mainly Progressive Taxes : 









Income taxes on individuals 

56 

44 


100 

4 

7 


4 

Supertax on individuals 

100 

^ ^ 1 


100 

5 

^ ^ 1 


3 

Estate and succession duties 

100 



100 

2 



2 

Native taxes and pass fees 

51 

49 


100 

2 

3 


2 

Total, Group I . . . 

75 

25 


100 

13 

10 


11 

Group II. Taxes on Property : 









j Taxes on land and buildings 


17 

83 

100 


5 

45 

9 

1 Government property and estate 

34 


66 

100 

1 


6 

2 

j Total, Group II . 

5 

14 

81 

100 

1 

5 

51 

11 

1 Group III. Taxes on Business : 









Mining revenue (mainly income tax) . 

100 



100 

25 



17 

Income taxes on non-mining companies 

80 

20 


100 

8 

4 


6 

Stamp duties and other taxes . 

68 

32 


100 

4 

5 


4 

Total, Group III . 

91 

9 


100 

37 

9 


27 

Group IV. Mainly Consumption Taxes : 









Customs ..... 

100 



100 

27 



18 

Excise ..... 

100 



100 

7 



5 

Other Similar Taxes and Licences : 









Motor vehicle licences . 


100 


100 


12 


4 

Other licences .... 


100 


100 


1 


. . 

Entertainment and racing 


100 


100 


4 


1 

Other taxes 

^ • 

100 


100 


1 



Sub-total, Other Taxes and Licences 


100 


100 


18 


5 

j Revenues from public utilities and ser- 









I vices (net) .... 

35 


65 

100 

4 


28 

7 

1 Miscdlaneous .... 

57 

13 

30 

100 

11 

5 

21 

12 

Total, Group IV . 

68 

14 

18 

100 

49 

24 

49 

47 

Grants and subsidies 


100 


100 


52 


15 

Grand Total 

59 

26 

15 

100 

100 

100 

10^ 

111 

Less duplications .... 

100 


. . 

100 

17 

.. 


11 

Net Total . 

55 

28 

”l7 

100 

83 

100 

100 

100 











1 Included under income taxes. 
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first place, it is neither highly progressive nor highly regressive, although 
it tends to the regression inherent in consumption taxation. Progressive 
taxes (all Governments) are II per cent and consumption taxes 47 per 
cent of the total revenues. ^The income tax is not steeply progressive as 
it is, for example, in Canada, and the exemption limits compare very 
favourably with those in many other Federal Governments. It is only to 
this 11 per cent that the principles of progression were applied in 1937-38 
to redress the regression. At the same time, the high taxation of mining 
(especially gold mining) is on surplus as is the income tax on individuals, 
and in this respect is not on costs like indirect taxes^ In 1937-38 
37 per cent of the Union’s revenue was from business taxation and 25 per 
cent was from mining. It may be argued that the South African system 
has some degree of balance, although regression is noticeable. Again, 
the South African system has also the characteristic of efficiency, not 
merely in its narrower sense of collecting existing taxes with economy but 
also in its wider sense in collecting a given amount of revenue with the 
least burden on the national income. There are not the divided juris- 
dictions, the duplicated taxation machinery and lack of uniformity that 
are to be found in some other Federal systems, especially in the United 
States, Canada and Australia. Lastly, the position of Municipalities in 
the tax systems is exceptional. The Municipalities do not have to 
finance, as is customary elsewhere in Federal systems, education, hos- 
pitals and poor relief, and therefore their scope is limited. Their sources 
of revenue are from rates and to an unusual degree from the net profits of 
public utilities such as the provision of gas, electricity, water, buses and 
tramways. 

The total expenditures amounted to 15 per cent of the national income. 
The data exclude loan expenditures and those of the railways and har- 
bours, which are self-supporting and separated from the Consolidated Fund 
under the South Africa Act. Expressing expenditures as a^iercentage of 
the national income does not give a reliable ‘index of the burden of govern- 
ment, especially in comparison with other countries, unless accompanied 
by an analysis of expenditures. Some expenditures are on the primary 
functions of government, e,g, administration and defence. Others are on 
the social services, such as education, unemployment relief and public 
health. There is also the important group of developmental expenditures 
including transportation, which in the case of South Africa is of consider- 
able importance. Expenditures may also be classified into collective 
services and transfer expenditures. To the former group belong most 
expenditures on primary functions and such expenditures on secondary 
functions as education and developmental expenditures including trans- 
portation. In 1937-38 non-transfer expenditures amounted to £40 
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Public Expenditures from Revenue in South Africa, All Governments, 

1937-38 
(£ thousands) 



Union 

Provincial 

Municipal 

Total 

1. Primary Functions : 

Legislation, administration and justice 

5,868 

458 

1,154 

7,480 

Defence ..... 

1,788 



1,788 

Pensions ..... 

2,636 

. 

226 

2,862 

Debt services ^ . 

5,348 

673 

4,181 

10,202 

Total, Primary Functions . 

15,640 

1,131 

5,561 

22,332 

2. Secondary Functions . 

(1) Social Services • 





Education .... 

1,356 

9,611 


10,967 

Unemployment expenditure . 

313 



313 

Old-age pensions 

2,050 



2,050 

Blind persons’ pensions 

75 



75 

Other public welfare ^ 

2,342 

1,515 

903 

4,760 

Sub-total, Social Services . 

6,136 

11,126 

903 

18,165 

(2) Developmental : 





Lands and agriculture 

3,713 


. . 

3,713 

Commerce and industry 

280 



280 

Mining ..... 

550 



550 

Native affairs .... 

850" 



850 

Public works, roads and bridges 

1,314 ! 

4,385 

1,768 i 

7,467 

Sub-total, Developmental . 

6,707 

4,385 

1,768 

12,860 

(3) Miscellaneous 

501 

930 

1,183 

2,614 

Total, Secondary Functions 

13,344 

16,441 

3,854 

33,639 

Grants and subsidies 

6,315 



6,315 

Grand Total .... 

35,299 

17,572 

9,415 

62,286 

Less duplications 

6,787" 



6,787 

Net Total ..... 

28,512 

17,572 

9,415 

56,499 


^ No separate figures are given m the Ofificiai Year Book of the Union of South Africa. 

® Includes redemption and other payments as well as interest. 

® Includes public health and benefits on account of miners’ phthisis. 

* Includes grant of £340,000 to South African Native Trust 

® Union subsidies to Provinces and interest paid to Union Government on loans to Provincial 
administrations. 

Note . — Expenditures on public utilities have been deducted from the corresponding revenues in 
arriving at the net figures in Tables III and IV. 

millions, or 73 per cent of tlie total, or the equivalent of 11 per cent of the 
national income. Transfer expenditures (pensions, relief and other public 
welfare and interest on unproductive debt, i.e. debt that does not produce 
its own interest) were £15 millions, or 27 per cent of the total, or the 
equivalent of 4 per cent of the national income. Transfer expenditures 
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TABLE VI 


Public Expenditures prom Revenue in South Africa, All Governments, 

1937-38 

(Percentage distribution) 



Percentage Share of eacli 

1 Government m Total 

Expenditures 

Percentage Distribution 
of each Goveniment’s 
Expenditures 


Union 

Provincial 

Municipal 

o 

H 

Union 

Provincial 

Municipal 

s 

S 

1. Primaiy Functions : 








i 

Legislation, administration and justice 

79 

6 

15 

100 

17 

2 

12 

14 1 

'Defence ..... 

100 



100 

5 



3 

Pensions ..... 

92 

^ ^ 1 

8 

100 

7 

^ ^ 1 

3 

5 

Debt services .... 

52 

7 

41 

100 

15 

4 

44 

18 

Total, Primary Functions . 

70 

5 

25 

100 

44 

6 

59 

40 

2. Secondary Functions : 

(1) Social Services . 









Education .... 

12 

88 


100 

4 

55 


20 

Unemployment expenditure . 

100 



100 

1 



1 

Old-age pensions 

100 



100 

6 



4 

Blind persons’ pensions 

100 



100 

. . 



. . 

Other public welfare 

49 

32 

19 

100 

6 

8 

10 

8 

Sub-total, Social Services . 

34 

61 

5 

100 

17 

63 

10 

33 

(2) Developmental : 









Lands and agriculture 

100 



100 

10 



1 7 

Commerce and industry 

100 



100 

1 



1 

IVIining ..... 

100 



100 

2 



1 

Native alfairs .... 

100 



100 

2 



2 

Public works, roads and bridges 

17 

59 

24 

100 

4 

25 

19 

12 

Sub-total, Developmental . 

52 

34 

14 

100 

19 

25 

19 

23 

(3) Miscellaneous 

1-0 


45 

100 

2 ^ 

6 

12 

5 

Total, Secondary Functions 

40 

49 

11 

100 

38 

94 

41 

61 

Grants and subsidies 

100 



100 

18 



11 

Grand Total .... 

57 


15 

100 

100 

100 

100 

112 

Less duplications .... 

100 



100 

19 


. . 

12 

Net Total ..... 

51 

32 

17 

100 

81 

100 

100 

100 











^ No separate figures are given m the Official Year Book of the Union of South Africa. 


are comparatively small because of the small importance of unemployment 
relief. 

The expenditures on the traditional “ primary functions ” of Govern- 
ments, i.e. on legislation, administration and justice, defence, pensions 
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and debt charges accounted for 40 per cent of total public expenditures in 
the Union of South Africa. Law and police and defence are expenditures 
of the Union and not of Provincial and Municipal Governments (except 
for Municipal expenditures on police in Cape Province, Natal and the 
Transvaal). Debt charges are not high, 18 per cent for all Governments 
as compared with, for example, 27 per cent in Canada. Defence in 1937-38 
was 5 per cent of the Union expenditure and 3 per cent of all governmental 
expenditures. Since the outbreak of war it has increased by leaps and 
bounds, the expenditure from revenue alone rising to 38 per cent in 1940- 
1941, 39 per cent in 1941-42 and 46 per cent in 1942-43. If loan expendi- 
tures were also included, the total cost of defence expressed as a per- 
centage of the total expenditures would be as follows : 1937-38 4 per 
cent, 1939-40 8 per cent, 1940-41 42 per cent, 1941-42 55 per cent, 1942- 
1943 57 per cent. 

Expenditures on education amounted in 1937 to 20 per cent of total 
expenditures. The Union is responsible for higher education, i.e. that 
above matriculation standard, including grants to universities and for 
agricultural education, research stations and the like. It spent £1*4 
millions, or 4 per cent of its expenditure, on this, or 12 per cent of the total 
expenditure by Governments on education. Provincial Governments 
(which are entrusted with elementary and secondary education) spent 
£9*6 millions, or 55 per cent of their expenditures, or 88 per cent of the 
total expenditures by Governments on education. 

European education is mainly State education, i.e. administered and 
financed by the State, private or local effort being very small. Non- 
European education, on the other hand, is only State-aided, i.e. partly 
supported and controlled by Missionary enterprise. The development of 
education in recent decades is set out in Table 18 in Part III of the 
Enquiry. It shows since Union a great increase in all branches of education. 
The percentage of pupils in post-primary European education has gone 
up from 11 per cent at the time of Union to 20 per cent in 1937, and the 
State has increased its expenditure from £9*65 to £24*66 per annum per 
pupil Native education, on the other hand, has also considerably increased 
although the percentage of natives enjoying education is still small, 6 per 
cent in 1937 as compared with 20 per cent for Europeans. Only 2 per cent 
of native pupils receive some sort of post-primary education as compared 
with ten times that figure for Europeans. In 1937 the State spent nearly 
twelve times as much per pupil, and something like forty times as much 
per head of the population, on European as compared with native educa- 
tion. But it must be remembered that the discrepancy in education given 
is less than this because of the expenditure from Mission funds. At the 
same time, differences in the standard of living between Europeans and 
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natives is very great, and tliis has to be remembered m comparing expendi- 
ture. It does not, however, entirely explain the great contrast between 
European and non-European education. The main expenditures of the 
Provinces are on education — 55 per cent of the total in 1937-38. Public 
works, chiefly roads and buildings, accounted for 25 per cent in the same 
year. 

In Municipal expenditure the chief item is the debt charges,^ which in 
1937-38 amounted to 44 per cent of the total expenditures. This debt 
was incurred mainly for developmental items such as gas and electricity. 
This is seen in the following table : 


TABLE VII 

Capital Expenditures of Municipalities in 1937 
(£ thousands) 



Cape of 
Good Hope 

Natal 

Transvaal 

Orange 
Free St-ate 

Union 

Roads and bridges 

586 

129 

694 

42 

1451 

Public health . 

201 

80 

476 

4 

761 

Electricity supply 

1260 

157 

1087 

118 

2622 

Water supply . 

432 

116 

256 

29 

833 

Properties 

410 

52 

2259 

33 

2754 

Other 

390 

483 

539 

41 

1453 

Total 

3279 

1017 

5311 

267 

9874 


We have seen that 66 per cent of the revenues of all Governments are 
collected by the Union itself. In relation to the Provinces — Cape of 
Good Hope, Natal, Transvaal and Orange Free State — this is significant. 
In the first place, the main sources of income that would cause inequalities 
in Provincial revenues, e.g. mining revenues, are not allowed to remain 
with the Provinces or the Municipalities. Secondly, the subsidies amount 
to 52 per cent of the Provincial income, the subsidies themselves being 
based on an objective basis, viz. educational needs. There is, therefore, a 
greater uniformity of treatment by all Governments in regard to South 
Africans than is perhaps usual in other Federations. Railway policy, too, 
subsidises agriculture by freight rates, and therefore inequalities that 
would arise among different areas are ironed out. 

The figures for debt charges in Tables V and VI include redemption and other pay- 
ments as well as interest. This should be borne in mind when comparing them with the 
corresponding figures in other chapters of this Enquiry, of which only the Australian 
ones include all these items. 
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IV. The Public Debt 

The public debt of South Africa has been incurred, as elsewhere, to 
meet the cost of public works and also emergencies and temporary deficits. 
” If productive debt is taken to mean self-supporting debt which pays its 
full interest and amortisation charges directly, then a large part of the 
debt, 61 per cent of the debt in 1939, may be regarded as productive — 
e,g, the debt on railways and harbours and posts and telegraphs. The debt 
incurred by Municipalities for public utilities would be, to a large extent, 
also classified as productive. The South African railways and harbours, 
for example, in the year ended 31st March 1942, produced a surplus of 
over £6 millions which was allocated to the reduction of interest-bearing 
capital (£2 millions), a special contribution to the renewals fund (£1 
million) and a credit to the rates equalisation fund (£2*4 millions). The 
remainder went to reduce the deficiency in the pension and superannuation 
fund (£0*5 million) and as a contribution to the railway institute fund (£0*1 
million). Part of the public debt which is not directly self-supporting is 
represented by tangible and useful assets which increase the productive 
power and therefore the taxable capacity of the Union. The unproductive 
debts include also the dead-weight debts representing deficits or bad 
investments. A large part of the total debt incurred for expenditure on 
unproductive works has from time to time been paid off, and is, therefore, 
not reflected in the present unproductive debt of the Union. A feature 
of the debt is the proportion payable in foreign currencies : 36 per cent 
of the Union debt is of this nature. In recent years, as will be seen from 
Table 19 in Part III, there has been a reduction in this debt. It should 
be remembered that with exchange control as a weapon of Central Bank 
and national economic policy all commitments should be under the control 
of one body.. In the Union of South^Africa under section 124 of the South 
Africa Act, the Union took over the debts of the four Provinces and also 
(under sections 121--3) all cash, securities, crown lands, public works, 
movable and immovable property and all rights in mines and minerals. 
Since that date the Provinces borrow only from the Union Government 
and compete with each other following a procedure similar to that in 
Australia. 

It will be seen from the table overleaf (VIII) that the greater part 
of the public debt of the Union of South Africa in 1939 was productive. 
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TABLE VIII 

The Public Debt of the Union of South Africa, 1910 and 1939 



£ millions 

Per Cent 


1910 

1939 

1910 

1939 

I. Productive Debt * 





Railways and Harbours . 

74 

144 

64 

52 

Telegrapbs and Telephones . . I 

1 

12 

1 

4 

Posts and Telegraphs and other 

1 

16 

1 


1 

Total, Productive Debt 

76 

172 

66 

61 

II. 'Unproductive Debt : 

Loans to Provincial administrations and 





Local authorities 

4 

18 

3 

6 

Universities and colleges . 

1 

2 

1 

1 

Public works and buildings 

1 

17 

1 

6 

1 War and defence .... 

10 

' 40 

9 

14 

1 Other ..... 

22 

30 

20 

12 

j Total, Unproductive Debt . 

38 

107 


34 

39 

j Grand Total .... 

114 

279 

100 

100 

Interest self -producing or productive 

3 

7 

60 

63 

Interest to be met out of taxation 

2 

4 

40 

37 

Total ..... 

5 

11 

100 

100 


The spread of the debt between the Union, Provinces and Municipal- 
ities is seen in the following table : 

TABI^ IX 


Debts of All Governments in 1939 
(£ millions) 


Union 

Provinces 

Municipalities 

Total 

279 

(14) ^ 

60 

339 

Percentages 

82 

(4)1 

18 

100 


^ Provmcial debt is borrowed from the Union. 


The outstanding features of the public debt may be summarised thus : 
(1) The public debt is increasing with the development of the Union. 
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Witli the increased costs of Governments — the Union, Provinces and 
Municipalities — due mainly to the great extension of governmental 
activity, this growth is unavoidable. 

(2) The net increase in public debt is not greater than the amount of 
interest received by the Governments. 

(3) The decrease in the external debt. 

(4) The greater part of the public debt of the Union is productive. In 
1939 only about 37 per cent of the interest payable in respect of the gross 
public debt was the cost of serving unproductive debts, accumulated 
deficits and war expenditures, and may be regarded as a burden. 

(5) The wisdom of making provinces borrow from the Union, thus 
preventing borrowing of a dead-weight character. 

The conclusion which we come to is that the public debt of the Union 
is on a firm basis. 


V. The South African Tax Structure as affected by the War 

Compared with the other Federations, there was not much unemploy- 
ment in South Africa at the outbreak of war, nor does there appear to 
have been much capital equipment standing idle. Not many plants were 
closed down or working short time. 

Only the supply of food was in a different position — great surpluses 
of foodstuffs had been dumped abroad for years in consequence of the 
great subsidies to farmers, and food consumption consequently could be 
increased as a result of increased employment without causing a rise in 
the demand for men and materials for food production. 

In South Africa, Government interference in production, outside of its 
control of the armed forces and of a few munition plants, has been small. 
It was only in 1942 that the Union was swinging over to a controlled 
economy. Ihe latest development *can be seen at a glance in the table 
overleaf. 

In the year 1940-41 the South African expenditure for war purposes 
was £56 millions. For 1941-42 it was £72 millions and for 1942-43 it was 
estimated at £80 millions. In the financial year 1939-40 of the total 
Government expenditure of £132 millions (compared with £58 millions^ in 
1937-38), £56 millions was for defence and £56 millions was on loan 
account (compared with £19 millions in 1937-38). In addition, loans 
amounting to £8*4 millions were paid off. Since then more of South 
Africa’s sterling debt has been repatriated ; e.g, £40 millions of stock were 
covered by a British Treasury vesting order made in December 1942. 


^ Including gross expenditure on Posts and Telegraphs (£4 millions). 
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TABLE X 

War Budget Figures, 1941-42 and 1942-43 


1941-42 

Eevised estimate of revenue . 


£79,533,000 

Revised estimate of expenditure 

. 

73,800,000 



£5,733,000 

1940-41 surplus carried forward 


494,493 

Estimated surplus at 31st March 1942 


£6,227,493 

Of which to be transferred to loan account 


6,000,000 

Leaving a net balance to be carried forward to 1942-43 of 

£227,493 

1 1942-43 

1 

Estimate of Expenditure .... 


£88,366,170 

Estimate of revenue on existing basis of taxation 

£78,643,000 


Plus balance carried forward from 1941-42 

227,493 

78,870,493 

Leaving a shortfall of ... . 


£9,495,677 

Which was to be met as follows : 



Additional customs and excise duties on 



tobacco and petrol 

£1,570,000 


Additional death duties . . . ^ 

75,000 


Increase of gold mines special contribution 



from 16 to 20 per cent 

1,640,000 


Trade Profits Special Levy 

4,000,000 


Tax on individuals .... 

640,000 


Surcharge on income tax 

910,000 


Land sales profit tax .... 

450,000 




9,285,000 

Leaving an estimated deficit at 31st March 



1943 ' . 


£210,677 


This means that in return for goods received in the past South Africa 
supplies goods now, whether gold or other commodities, and thus far eases 
the strain on British finances, as long as Britain wants and can use South 
African gold. 

Thus, up to 1942 the major part of South Africa’s war effort had so 
far been financed by loans. This was in marked contrast to Great 
Britain and the other Dominions, where, though large sums were raised 
by loans, taxation was in these years very heavy. 

South African taxation was very light, |and apart from increased 
taxation of the gold mines and normal income, tax, the other tax increases 
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have not made a serious difference to the weight of taxation. For it 
should be remembered that income tax rates before the war were very 
low in South Africa, and even a substantial percentage increase in the 
rates does not, therefore, mean that the absolute burden is greafj 

There are signs, however, that this state of affairs is going to change. 
In the year 1941-42 the buoyancy of the revenue was such that a surplus 
of more than £6 millions arose. This was used in reduction of loans. This 
means, in effect, that in 1941-42 one-half of the war expenditure of £72 
millions had been paid out of revenue funds, whereas it was originally 
intended to pay £29 millions, or 40 per cent, from revenue and £43 millions, 
or 60 per cent, from loan. In 1942-43 a war expenditure of £80 millions 
was budgeted for to be paid half from revenue and half from loan, though 
this figure is likely to be exceeded. 

The increased burden is being met by a great increase in taxation. 

In Part III will be found further detailed tables of revenue and expendi- 
ture. The data are interesting because they show how, in order to meet 
expenditure connected with the war, taxation has been increased, notably 
in three directions, viz. in progressive taxation (personal income taxes and 
succession duties), in the taxation of companies (especially gold mines) 
and in consumption taxes. The requirements of the Union are now so 
great that the tax burden has to be widespread, and this has meant a 
judicious mixture as in the past of direct and indirect taxes, with the 
modern bias towards progressive taxes and the taxation of surplus. The 
present financial policy of the Union also attempts to draw off, in Mr. 
Hofmeyr’s own words, as much as we can of the actual surplus of 
purchasing power. That can be done by taxation and by certain types 
of borrowing. As far as borrowing is concerned, we have taken a definitely 
anti-inflationary step by using money borrowed in South Africa to cancel 
the repatriated stock held by the Eeserve Bank. Moreover, we have, 
through the* thrift movement, promoted voluntary savings with, as I 
have indicated, a considerable measure of success. But we have not done 
enough. There are far too many people who have not responded to the 
appeal to spend less and save more. There is still far too much money 
which is being spent lightly and unthinkingly without regard to the 
interests of the community as a whole. The time would seem to have 
come to consider the use of compulsory savings as a means of drawing off 
the surplus to which I have referred. The third method is taxation.’’ ^ 

War taxation in the Union has been on the whole well distributed. 
The total expenditure has risen steeply since 1939, until in 1942-43 on 
Eevenue and Loan Accounts it reached £140 millions, of which £88,366,000 

^ Budget Statement by Mr. J. H. Hofmeyr, Minister of Finance, House of Assembly, 
26tli February 1942. 
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are on Revenue Account. The method of meeting an estimated deficit 
of about £9|- millions is of special interest. 

The existing Excess Profits Duty, which was raised in 1941-42 from 
10s. in the £ to 13s. 4d., continues, but there is an ingenious tax, called the 
Trade Profits Special Levy, which is estimated to bring in £4 millions. 
Like the excess profits duty it is a deduction in calculating n<^rmal and 
super income tax. The rate of levy is a progressive one. Payers of excess 
profits duty may pay the duty on the difference between their present 
income and either their pre-war standard of income or a statutory per- 
centage (8 per cent for companies and 12 per cent for individuals) on the 
capital employed by them in their business. The levy is charged on the 
difference between the statutory percentage and the actual profits earned. 
The result is to remove certain inequalities which have existed in the rate 
of taxation as between established companies and companies which have 
sprung up since the war and have no pre-war standard of profits. A 
company with a capital of £20,000 and a pre-war standard profit of £3000 
is now required to pay no excess profits duty if its profit does not exceed 
£3000 and if it elects to be assessed on the basis of its pre-war standard. Jl, 
however, the test is the statutory percentage and not the pre-war standard, 
the company will pay excess profits duty on the difference between its 
present income (£3000) and 8 per cent of its capital of £20,000, i.e. on 
£1400. The Trade Profits Special Levy will amount to not more than half 
the rate of the excess profits duty (6s. 8d.). The increase of the gold 
mines special contribution from 17 to 20 per cent in 1942-43 will bring in 
£1,640,000 and is further proof of the great extent to which the Union is 
dependent upon its revenue from gold mines. The rate was increased 
early in 1943 to 22^ per cent, yielding an additional £910,000. 

Another tax which was new. to South Africa was the tax on profits 
arising from the sale of land as given in Table X, paffe 172. Any profit 
derived from the sale of fixed property which was purchased pnce October 
1939 was Uable to this tax, which was at the rate of 6s. 8d. in the £ if the 
property were bought between 1st October 1939 and 25th February 1942, 
and at the rate of 13s. 6d. after that date. The tax was estimated to bring 
in £450,000. Income tax is increased in two ways, though it is still light 
as compared with that in other Dominions and Great Britain. In the first 
place there is a tax on individuals — a fiat-rate tax resembling the familiar 
personal tax payable to the Provinces — of £1 (£2 : 10s. on incomes over 
£250). All single persons earning £250 and over pay £2 : 10s., while 
married persons earning between £250 and £300 pay £1 and married 
persons earning over £300 pay £2 : 10s. Secondly, there is a 10 per cent 
surcharge on the amotmt of income tax and supertax paid during the 
year 1942-43. A small addition to succession duties (death duties) was 
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Table 1 U.S.A., NATIONAL GOVERNMENT, ORDINARY RECEIPTS, 

1937-38 



$ millions 

Per cent 

L Taxes on Income (other than 

■ 



Social Security’' taxes) : 




Income tax .... 

2634-G 


( 42-2 

I Unjust enrichment tax ^ . 

5-7 


0-1 

Total .... 

2640-3 


42-3 



^ Internal Revenue 


2. Taxes un^er the Social Security 


5674-4 

90-9 


Act and upon Carriers and their 




Employees ^ . . . 

754-6 


12-1 

3. Other Taxes : ® 




Miscellaneous internal revenue 

2279-5 J 


1 36-5 

Customs .... 

359 2 


5-8 

! Panama Canal tolls, etc. . 

25-1 


0-4 

Seigniorage . . . .' j 

35-6 


0-5 

Total .... 

2699-4 


43-2 

4, Interest and Other Receipts from 




, Securities .... 

65-6 


M 

I 5. Miscellaneous Receipts 

81*9 


, 1-3 

1 

Total Receipts, General and 




Special Accounts ^ 

6241-8 


100-0 


^ 

^ See Chapter III, Table VII, note 4. 

® Social insurance contributions of employers and employed. 

® Excludes a fe% small items included under M^cellaneous lieceipts. 

* In order to obtain a figure more comparable to the total given m Chapter III, Table VII, p 42. 

( $5277 millions), add Internal llevenue othei than Social Security taxes ( $4920 millions) and Customs 
($359 millions). The resulting total is $5279 millions, or 84 6 per cent of total receipts. If Social 
Security taxes are included, the figures become $6034 millions, or 96*7 per cent of total receipts. 

Source — Statistical Abstract of the United States, 1940. 
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Table 2 U.S.A., NATIONAL GOVERNMENT ORDINARY EXPENDITURES 

1937-38 



$ millions 

Per cent 

1. Primary Functions : 



Legislation, administration and justice ® 

500 1 

66 

Pensions * . 

655-0 

86 

Debt services .... 

926-3 

12-1 

Defence ^ . 

974-2 

12 8 

Total, Primary Functions . 

3055 6 

40 1 

2. Secondary Functions : 

(1) Social services . ® 



Recovery and rehef 

2237-6 

29-3 ■ 

Social Security Act ® . 

332 0 

44 

Old-age Reserve Account * 

387-0 

5 1 

Railroad Retirement . 

145-0 

1 9 

Sub-total, .Social Services 

3101-6 

40-7 

(2) Developmental : 



Post Office ® . 

47-2 

0-6 

Public buildmgs ® ... 

60-8 

08 

Public highways ® . . . 

152-0 

2-0 

Shipping Board .... 

30 


River and harbour work and flood 



control ® ... 

165 0 

22 

Panama Canal .... 

11-4 

0 1 

Tennessee VaUey Authority 

42 0 

0-5 

Rural electrification administration 

10-6 

0-1 

Reclamation projects * . 

39 9 

05 

Civilian Conservation Corps “ . 

325-0 

4-3 

Agriculture ® . 

473-0 

62 

Public works, etc. *• 

133-7 

1 8 

Sub-total, developmental 

1463-6 

19-1 

(3) Miscellaneous : District of Columbia 
(U.S. share) 

5-0 

0 1 

Total, Secondary Functions 

4570 2 

, 59-9 

Grand Total .... 

7625 8 

100-0 


^ Departmental expenditure (excluding expenditure of the Post Office Department, the Department 
of Agriculture and the Shipping Board, but including non-military expenditure of the War Department) 
$441 millions, and refunds of receipts (other than to States of taxes collected under the Social Security 
Act) $59*1 millions. Departmental expenditure includes several small items which would have been 
classified under Secondary Functions, especially education, had comparable details been available. 

® Additional expenditure included under Recovery and Relief. • 

® Veterans Administration ($582 millions) and Government employees retirement fund ($73 
millions). 

* Includes revolving funds and transfers to trust accounts. 

“ A few small items (e g. education) are included under Legislation, Administration and Justice. 
(See footnote 1.) 

® Administrative expenses and grants to States ($291 millions) and refunds to States of taxes 
collected under the Act ($41 millions). 

’ Part of the Social Security system, not pensions to Government employees. 

* Departmental expenditure (Post Office Department) $3-2 millions and postal deficiency $44 
millions 

® Department of Agriculture ..... 112-7 $ millions 
Agricultural Adjustment Programme . . . 361 6 „ 

Farm Tenant Act . . . . . .31 „ 

Farm Credit Administration . . . . .82 „ 

Total . , .485 6 „ 

Less excess of credits on revolving funds : 

Farm Credit Administration . . . . .84 

Other . . . . . . . .42 „ 

Total . . . 12-6 

Net Total, Agriculture . . 473 0 „ 

Loans md grants to States, municipalities, railways, etc., and U.S. Housing Authority ($165,000). 

” Total, Cfeneral and Special Amounts, less debt retirements. 

Source . — Statistical Abstract of the United States, 1940. 
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Table 3 U.S.A., STATE B.EVENUES, 1937 ^ 



$ llUlhoiLS 

Per cent 

A. Taxes : 

Group I. Progressive Taxes * 



Individual income 

164-2 

4-0 

Inheritance and estate 

114-9 

2-8 

Total .... 

279-1 

6-8 

Group II. Taxes on Property : 



General .... 

206-4 

5-0 

Selective .... 

47-9 

1-2 

Special ..... 

119*1 

2-9 

Total .... 

373*4 

9-1 

Group III. Taxes on Business : 



Corporation income . 

81-0 

2-0 

Other business 

304-9 

7-4 

Total .... 

385-9 

9-4 

Group IV. Mainly Consumption Taxes . 



Motor fuel .... 

649-3 

15-9 

General sales and use . 

431-0 

10-5 ’ 

All other sales . . ‘ . 

208-4 

5-1 

Severance .... 

1 44-1 

1*1 

Motor vehicles 

All other non-business licences and 

! 309-5 

7-6 

permits .... 

’ 17-4 

0-4 

PoU 

4-7 

0-1 

Miscellaneous .... 

55-9 

1-4 

Total .... 

1720-3 

42-1 

Unemployment compensation 

346-7 

8-5 

Total, Tax Revenues . 

3105-4 

76-9 

B. Non-Taxes : 



Special assessments and special charges 

2-8 

0-1 

* Charges for current services 

Contributions from public seryiee enter- 

179-1 

4-4 

prises . . . . • 

50-8 

1-2 

Grants ^ . 

585-4 

14-3 

AU other ..... 

169-7 

4-1 

Total, Non-Tax Revenues . 

987-8 

24-1 

Grand Total .... 

4093-2 

100-0 


a 


Excluding public service eiiterpnses 

Made up as follows : From minor civil divisions .... 
From Federal Government . 

Highways .... 

Education . . . . • 

Public health . . . • • 

Relief . . . • *. ,. • 

Unemployment compensation administration 
All other 


$20,613,000 

$317,409,000 

24.844.000 

12.933.000 
155,061,000 

9,236,000 

45.323.000 


Total 8564,806,000 

. $585,419,000 


Total .... 
-Statistical Abstract of the United States, 1940. 
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Table 4 U.S.A., STATE EXPENDITURES FROM REVENUE, 1937 ^ 

( $ millions) 



Direct 

Expenditure 

Grants to 
Minor Civil 
Divisions 

Total 

1. Primary Functions : 

General administration, legislation 




and justice .... 

151-0 


151-0 

Protection to person and property . 

102-2 

3-9 

106-1 

Correction .... 

65-5 


65-5 

Debt services , , , . 

122-0 


122-0 

Total .... 

440-7 

3-9 

444-6 

2. Secondary Functions : 

(1) Social Services * 




Education .... 

193-7 

636-3 

830-0 

Public health ^ . 

224-1 

2-2 

226-3 

Relief (“ charities ”) 

391-2 

220-4 

611-6 

Sub-total 

809-0 

858-9 

1667*9 

(2) Developmental : 




Highways .... 

248-3 

209-8 

458-1 

Development and conservation of 




natural resources . 

77-1 

0-8 

77-9 

Contributions to public service 




enterprises 

2-6 

•• 

2-6 

Sub-total 

328-0 

210-6 

538-6 

(3) Outlays^ 

711-9 

•• 

, 711*9 

(4) Miscellaneous . . 

65-3 

35-0 

100-3 

Total .... 

1914-2 

1104-5 

3018-7 

Cbawd Total .... 

2354-9 

1108-4 

3463-3 


^ Excluding public service enterprises. 

® Includes recreation. 

® Expenditure of a capital nature out of revenue, e.g. for purchase and improvement of land, 
erection of new buildings, or purchases to mciease the collection of libianes 

Source — Statistical Abstract of the United States, 1940. 
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Table 5 U.S.A., STATE EXPENDITURES FROM REVENUE, 1937 ^ 

(Percentage distribution) 



Division into Direct 
Expenditure and Orantb 

Percentage Distiibution of 

All Expenditures 


Direct 

Expendi- 

ture 

Grants to 
Minor 
Civil 

Divisions 

Total 

Direct 

Expendi- 

ture 

Grants to 
Minor 
Civil 

Divisions 

Total 

1. Primary Functions • 

General administration, legislation 







and justice 

100 


100 

6*4 


4*3 

Protection to person and property 

96 

4 

100 

4-3 

0-3 

3*1 

Correction .... 

100 


100 

2*8 


1*9 

Debt services 

100 


100 

5*2 

.. 

3*5 

Total .... 

99 

1 

100 

18-7 

0*3 

12*8 

2. Seco7idary Functions : 

(1) Social Services : 







Education .... 

23 

77 

100 

8*3 

57*4 

24*0 

Public health 

99 

1 

100 

9*5 

0*2 

6*5 

Relief (“ charities ”) 

64 

36 

100 

16*6 

19*9 

17*7 

Sub-total . 

49 

51 

100 

34*4 

77*5 

48*2 

(2) Developmental : 






13*2 

Highways .... 

54 

46 

100 

10*5 

18*9 

Development and conservation of 



100 

3*3 

0*1 

2*3 

natural resources 

99 

1 

Contributions to public service 







enterprises 

100 


100 

0*1 

•• 

0*1 

Sub-total . 

61 

39 

100 

13*9 

19*0 

15*6 

(3) Outlays .... 

loa 


100 

30-2 


20*6 

(4) Miscellaneous 

65 

35 

100 

2-8 

3*2 

2*8 

Total .... 

63 

37 

100 

81*3 

99*7 j 

87*2 

Grand Total .... 

68 

32 

100 

100*0 

100*0 

100*0 









^ Excluding public service enterprises. See also footnotes to Table 4. 
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Table 6 U.S.A., LOCAL GOVERNMENT REVENUES AND 

EXPENDITURES, 1932 ^ 

( $ millions) 



Counties 

Cities, 

Towns, 

Villages, 

Boioughs 

Other 

Local 

Total 

A. Revenues: 

1. Taxation . 

General and selective property 

Inheritance ..... 
Income ..... 

All other special .... 

Poll 

Licences and permits 

877 1 

15 

1 6 

32 

5*3 

132 1 

2057 5 

37 

49*6 

19 3 

46 

116 6 

1426 7 

03 

2 7 

26 

32 

83 

4361 3 

55 

53 9 

25 1 

13 1 

257 0 

Total revenue from taxation . 

1020 8 

2251 3 

1443 8 

4715 9 “ 

2. Other Somce6 of Revenue : 

{Special assessments “ . . . 

Fines, forfeits and escheats 

Grants ..... 

Donations, gifts and pension assessments 
Highway privileges, rents and interest . 
Charges for current services 

Earnings of public service enterprises 

32 2 

10 3 

139 1 

25 

19 1 

89 0 

08 

226 4 

19 4 

137 8 

33 3 
1310 

87 4 

487 0 

36 5 

08 

341 7 

29 

18 0 

80 9 

32 0 

295 1 

30 5 

618 6 

38 7 

168 1 

257 3 

519 8 

Total Revenue from Other Sources . 

293 0 

1122*3 

512 8 

1928 1 

Total, Local Government Revenues 

1313 8 

3373 6 

1956*6 

6644*0 

B. Expenditures. 

1. Operation and Maintenance of General 
Government : 

General administrative, legislative and 
judicial ..... 
Protection to person and property 

Health and sanitation 

Highways ..... 
Charities, Hospitals and corrections 

Schools ..... 

Libraries ..... 
Recreation ..... 
Miscellaneous . . . . 

251*2 

44 2 

32 8 
236*4 

182 1 

178 4 

38 

76 

44 7 




Total Operation and Maintenance of 
General Government 

9812 

2070*2 « 

1496-4J * 

4547 7 « 

2. Operation and Maintenance of Public 
Service Enterprises .... 

05 

282 9 

18 2 

301*6 

3. Interest ..... 

118*9 

424 1 

188 6 

731*6 

4. Outlays “ . 

311*2 

817 4 

347*2 

1475 8 

Total, Local Government Expenditures 

14118 

3594 6 

2050 3 

7056 7 







1 Fiscal year ending on a date between 1st July 1931 and 30th June 1932. 

® Of this total, cities of 100,000 or more inhabitants account for $1841*7 millions other local 
authorities for $2874 2 millions. ’ 

8 Eeceipta &om property owners to meet costs of cleaning streets, sidewalks, etc., and receints 
from assessment certificates when issued against individual owners and not m the name of the civil 
division. 

* Details not available, 

“ Expenditure of a capital nature out of revenue, e.g. for purchase and improvement of land 
erection of new buildings, extension of water-supply systems, or purchases to increase the collection 
of libraries. 


/S'owwe.— Financial Statistics of State and Local Governments, 1932. 
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Table 7 U.S.A., LOCAL GOVERNMENT REVENUES 1032 ^ 

(Percentage distribution) 



Counties 

Cities, etc ® 

Othei 

Local 

Total 

(a) As given in Table 6 : 

1. Taxation : 

General and selective property . 

66*8 

61-0 

72-9 

65-6 

Inheritance 

0*1 

0-1 


0-1 

Income .... 

0*1 

1-5 

0-1 

0-8 

All other special . 

0-2 

0-6 

0-1 

0-4 

PoU 

0*4 

0-1 

0-2 

0-2 

Licences and permits 

10*1 

3-4 

0-5 

3-9 

Total Revenue from Taxation 

77*7 

66-7 

73-8 

71-0 

2. Other Sources of Revenue : 

Special assessments 

2*4 

6-7 

1-9 

4-4 

Pines, forfeits and escheats 

0*8 

0*6 


0-5 

Grants .... 

10-6 

4-1 

17-5 

9-3 

Donations, gifts and pension 
assessments 

0-2 

1-0 

0-1 

0-6 

Highway privileges, rents and 
interest .... 

1-4 

3*9 

0*9 

2-5 

Charges for current services 

6*8 

2-6 

4*2 

3-9 

Earnings of public service enter- 
prises .... 

0-1 

14-4 

1-6 

7-8 

Total Revenue from Other 
Sources 

22-3 

33-3 

26-2 

29-0 

Total, Local Govebnment Revenues 

100-0 

100-0 

100-0 

o 

o 

[h) By groups ; 

I. Progressive Taxes : 

Income .... 

0-1 

1*5 

0*1 

0-8 

Inheritance 

0-1 

0-1 


0-1 

Total .... 

0-2 

1-6 

0-1 

<6 

II. Taxes on Property : 

General and selective 

66*8 

61-0 

72-9 

65-6 

All other special . 

0*2 

0-6 

0-1 

04 

^ Total .... 

67*0 

61-6 

73-0 

66-0 

III. and ^V. Taxes on Business, 
Consumption and Miscellaneous 
Licences and permits 

• 

10-1 

3-4 

0-5 

3-9 

Poll 

0*4 

0-1 

0-2 

0-2 

Total .... 

10*5 

3-5 

0-7 

4-1 

Total, Tax Revenue 

77-7 

66*7 

73-8 

71-0 

Non-Tax Revenue : ® 

Grants .... 

10-6 

4-1 

17-5 

9-3 

Public service enterprises 

0*1 

14-4 

1-6 

7-8 

All other .... 

11-6 

14-8 

7-1 

11-9 

Total, Non-Tax Revenue . 

22*3 

33-3 

26-2 

29-0 

Geand Total .... 

100-0 

100-0 

100-0 

100-0 







1 Fiscal year ending on a date between 1st July 1931 and 30tli June 1932. 

^ Cities, towns, villages, boroughs. 

* Foi comparison with other chapters, add Public Service Enterprises and All Other Non-tax 
Kevenue to (iroups III and IV. 
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Table 8 U.S.A., LOCAL GOVERNMENT EXPENDITURES, 1932 ^ 

(Percentage distribution) 



Counties 

Cities, etc “ 

Other 

Local 

Total 

1. Operation and Maintenance of 
General Government : 

General administrative, legislative 
and judicial 

17-8 




Protection to person and property . 

3-1 




Health and sanitation 

2-3 




Highways .... 

16-7 




Charities, hospitals and corrections 

12-9 




Schools .... 

12-7 




Libraries .... 

0-3 


• • 


Recreation .... 

0-5 




Miscellaneous 

3-2 




Total, Operation and Mainten- 





ance of General Government 

69-5 

57-6 3 

73-03 

64-43 

2. Operation and Maintenance of 





Public Service Enterprises 

. . 

7-9 

0-9 

4-3 

3 Interest .... 

8*4 

11-8 

9-2 

10-4 

4. Outlays .... 

22T 

22-7 

16-9 

20-9 

Total, Local Government Expendi- 





tures .... 

100-0 

100-0 

100-0 

100-0 

Percentage share in total expenditures 
of the various classes of local 
government 

20-0 

50*9 

29-1 

100-0 


^ Fiscal year ending on a date between 1st July 1931 and 30th June 1932 
® Cities, towns, villages, boroughs. 

* Details not available. 
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Table 9 REVENUES AND COST PAYMENTS OF CITIES OF 100,000 OR 
MORE INHABITANTS, 1937 ^ 



S millions 

Per confc 

A. Revenues : 



1. General Government : 



General property taxes 

1767*0 

56*8 

Other local taxes and licences 

172*6 

5*5 

Shared taxes .... 

97*5 

3*1 

Grants ..... 

405*0 

13*0 

Service charges for current services. 

84*0 

2*7 

Miscellaneous .... 

182*2 

5*9 

Total .... 

2708*3 

87*0 

2. Public Service Enterprises 

403*6 

13*0 

Gband Total .... 

3111*9 

100*0 

B. Cost Payments : 



1. Primary Functions . 



General administration, legislation 



and justice .... 

159*6 

5*2 

Police ..... 

192*7 

6*3 

Fire ..... 

122*1 

4*0 

Interest (General Government) 

222*6 

7*2 

Total .... 

697-0 

22*7 

2. Seco'ndary Functions : 



(i) Social Services : 



Education 

596*1 

19*4 

Public health ^ . 

256*1 

8*3 

Charities ^ . . . 

332*1 

10*8 

Sub-total . 

1184-3 

38*5 

(li) Developmental : 



Highways 

Public service enterprises (in- 

106*3 

3*4 

' eluding interest and outlays) 

459*4 

14*9 

Sub-total . • . 

565*7 

18*3 

(iii) Outlays ^ (General Government) 

372*9 

12*1 

(iv) Miscellaneous 

260*1 

8*4 

Total 

2383*0 

77-3 

Gband Total .... 

3080*0 

100*0 





^ The figures cover the governniont of the city corporation proper and also independent school 
districts sanitarv districts and other independent districts practically co-extensive with the cities, and 
also include a percentage of the financial statistics of the county Governments in which there are cities 
having over 300,000 population. 

2 Includes recreation. 

* Expemirtiue ^o/ a* capital natiue and of revenue, for purchase and improvement of land, 
erection of new buildings, extension of water-supply systems, or purchases to increase the collection 
of libraries 


Statistical Abstract of the United States, 
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Table 10 U.S.A., GRANTS AND SHARED TAXES, 1936-37 



S millions 

Per cent 

A. State Reveiiues : 



Taxes (including social insurance contributions) 

3105*4 

75*9 

Grants ^ . 

585*4 

14*3 

Other non-tax revenue .... 

402*3 

9*8 

Total, State Revenues 

4093*1 

100*0 

B. State Expenditures : 



Other than grants ..... 

2354*8 

68*0 

Grants to minor civil divisions . 

1 1108*5 

32*0 

Total, State Expenditures . 

3463-3 

100*0 


0. State Aid to Minor Civil Divisions, hy Purpose 
and Type of Aid : 

Grants 

S millions 
Shared 
Taxes 
(local 
shares) 

Total 

General purposes ..... 

35*0 

145*0 

180*0 

Protection to person and property 

3*9 


3*9 

Highways ...... 

209*8 

92*2 

302*0 

Development and conservation of natural 
resources ...... 

0*9 


0*9 

Health and sanitation .... 

2*2 


2*2 

Charities ...... 

220*4 

0*1 

220*5 

Schools ...... 

636*3 

6*3 

642*6 

Miscellaneous ..... 


2*6 

2*6 

Undistributed ..... 


13*8 

13*8 

Total ...... 

1108*5 

260*0 

1368*5 

General purposes ..... 

3*2 

1 

Per cent 

55*8 

13*1 

Protection to person and property 

0*3 1 


" 0*3 

Highways ...... 

18*9 ; 

35-5 

22*0 

Development and conservation of natural 
resources ...... 

0*1 


0*1 

Health and sanitation .... 

0*2 


0*2 

Charities 

19*9 


16*1 

Schools ...... 

57*4 

2*4 

47*0 

Miscellaneous ..... 


1*0 

0*2 

Undistributed ..... 

•• 

5*3 

1*0 

Total ...... 

100*0 

100*0 

100*0 


Percentage distribution of total aid between 


grants and shared taxes . 


81*0 


19*0 


100*0 
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Table 10 — [contimed) 


D. Revenues of Cities of lOOfiOO or tnore 


Inhabitants : 

$ millioiib 

Per rent j 

Local taxes . 

1939-G 

71-6 ! 

Shared taxes . . . . . I 

97*5 

3-6 

Grants ...... 

405-0 

15*0 

Other sources of revenue .... 

266-2 

9*8 

Total revenues .... 

2708-3 

100-0 

E. Social Security and Public Assistance * 

Federal expenditure under this head, apart from such heads as N.R.A., A. A. A. 


or C.C.C., is mainly administered by grants to States. 

During the fiscal year 1939-40 the following advances wore cortilied by the 
Social Security Board to the Secretary of the Treasury for Public iVssistance 
and for Administration of the Unemployment Compensation Laws and State 
Employment Services : 

( I millions) 




Public Assistance 


Unemployment Com- 
pensation and State 
Employment Services 

1 


Old-age 

Assistance 

Dependent 

Children 

Aid to 
the Blind 

Total 

Social Security 
Act 

i % 

■& >> a. 

- s ^ 

S.O 

Total 

Total 

States and District 
of Columbia 

230-8 

45-9 

6-2 

282-9 

58-1 

3-3 

61-4 

344-3 j 

Territories . 

0-3 

0-2 


0-5 

0-2 

•• 

0-2 

0*7 

Total . 

231*1 

46-1 

6-2 

283-4 

58*3 

3-3 1 

61*6 

345-0 


^ Made up as follows . From minor civil divisions .... $20,613,000 

• 

From Federal Government : 

Highways ..... $317,409,000 

Education ..... 24,844,000 

PuTblic health ..... 12,933,000 

Eehef . . . 155,061,000 

Unemployment comiicn&ation adiuinistiation 9,236,000 
Allothei. . . . . . 45,323,000 

Total from Federal Government . . $564,806,000 

Total State revenue from grants . . . $585,419,000 

Source . — Statistical Abstract of the United States, 1940. 
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Table 11 U.S.A., REVENUES OF ALL GOVERNMENTS, BY REGIONS, ^ 

1932 AND 1937 



$ millions 

Per- 

centage 

Increase 

1932 

1937 

Natio7ial Government .... 

2,005-7 

5,293-8 

164 

i 

State Governments • ^ 




1. North-eastern States 

759-8 

1,424-5 

87 

2. South-eastern States 

358-5 

607-0 

69 

3. Middle States .... 

558-1 

1,110-9 

99 

4. Mountain and Great Plain States 

155-5 

224-6 

44 

5. South-western States 

174-7 

303-7 

74 

6. California ..... 

118-9 

287-5 

141 

7. Pacific North-western States 

1 

82-4 

135-0 

64 

i 

Total, State Governments 

2,207-9 

4,093-2 

85 

Local Governments : ^ 




1. North-eastern States 

2,611-3 



2. South-eastern States 

641-6 



3. Middle States .... 

2,022-2 



4. Mountain and Great Plain States 

360-3 



5. South-western States 

310-0 



6. California ..... 

512-2 



7. Pacific North-western States 

j 

186-5 



Total, Local Governments 

6,644-1 

6,700-0 3 


Gband Total ^ ^ . 

10,857-7 

16,087-0 

48 

Less duplication duo to intergovernmental 




grants ...... 

867-9 

1,693-8 

95 

Net Total ^ ..... 

9,989-8 

14,39?-2 

44 


1 The regions are as follows : (1) North-eastern States : Maine, New Hampshire, Vermont, Massa- 
chusetts, Ehode Island, Connecticut, New York, New Jersey, Pennsylvania, Delaware, Maryland, 
District of Columbia (under Local Governments), West Virginia. (2) South-eastern States : Virginia, 
North Carolina, South Carolma, Georgia, Florida, Kentucky. Tennessee, Alabama, Mississippi, Arkansas, 
Louisiana. (3) Middle States * Ohio, Indiana, Hlmois, Michigan, Wisconsin, Minnesota, Iowa, Mis- 
souri. (4) Mountain and Great Plain States. North Dakota, South Dakota, Nebraska, Kansas, 
Montana, Wyoming, Colorado, Utah, Nevada (5) South-western States: Oklahoma, Texas, New 
Mexico, Arizona. (6) California. (7) Pacific North-western States . Washington, Oregon, Idaho. 

1937 figures exclude public service enterprises, as do the corresponding expenditure figures in 
Table 12. TMs should be home in mind when comparing the figures, and especially the percentages 
m the two tables, 

“No data are available for 1937. The figure of $6700 millions is a rough estimate. The change 
between 1932 and 1937 is likely to have been very much less than in the case of National and State 
figures. 

\ The definition of revenue is not qmte the same for the National and for the other figures. The 
totals for all governments combined should therefore be used only with caution. 


Source. — Statistical Abstract of the United States. 
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Table 12 U.S.A., PUBLIC EXPENDITURES FROM REVENUES, ALL 
GOVERNMENTS, BY REGIONS, ^ 1932 and 1937 


r 

8 millious 

Per- 

ccut.igc 

Increabc 

1932 

1937 

National Government “ . 

4,535*2 

8,442*4 

86 

State Governments : ^ 




1. North-eastern States 

905-4 

1,133*6 

25 

2. South-eastern States 

451*3 

530*5 

IS 

3. Middle States .... 

599-1 

947-4 

58 

4. Mountain and Great Plain States 

159*0 

227-3 

43 

5. South-western States 

176*0 

267-5 

52 

6. CaKfornia ..... 

134*3 

232-4 

73 

7. Pacific North-western States 

80*7 

124*6 

54 

Total, State Governments 

2,505-8 

3,463*3 

38 

Local Governments : ^ 




1. North-eastern States 

2,958*1 



2. South-eastern States 

644*9 



3. Middle States .... 

2,032*6 



4. Mountain and Great Plain States 

355*2 



5. South-western States 

334*4 



6. California ..... 

537*7 



7. Pacific North-western States 

193*9 



Total, Local Governments 

7,056*8 

5,900*0^ 

. 

Geand Total ® . 

14,097*8 

17,805-7 

26 

Less du|)hcation due to intergovernmental 




grants ...... 

867*9 

1,693*8 

95 

Net Total ® . 

13,229*9 

16,111*9 

22 


* See Table 11, footnote 1. 

2 Expenditure chargeable against ordinary receipt-s, other than debt retirements. 

® Cost payments. Figures for 1932 include 1931 figures in the case of 18 States, 1937 figures are 
exclusive of public service enterprises. 

* Cost payments. 1937 data are not available. 

® Estimated. 

® The definition of expenditure is not quite the same for the National and for the other figures 
The totals for all Governments combined should therefore be used only with caution. 

Source , — Statistical Abstract of the United States. 
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Table 13 NET DEBT OF STATE AND LOCAL GOVERNMENTS, 
BY REGIONS, 1932 and 1937 ^ 


State Governments : 

1. North-eastern States 

2. South-eastern States 

3. Middle States 

4. Mountain and Great Plains States 

5. South-western States 

6. California .... 

7. Pacific North-western States 

Total .... 

Local Governments : 

1. North-eastern States 

2. South-eastern States 

3. Middle States 

4. Mountain and Great Plain States 

5. South-western States 

6. California .... 

7. Pacific North-western States 

Total .... 


S millions 

Per- 

centage 

Change 

1932 

1937 

662-0 

965-9 

H-46 

693-1 

744-7 

+7 

411-0 

439-0 

+7 

59-3 

72-2 

+22 

19-3 

55-4 

+ 188 

142-4 

106-3 

-25 

42-5 

41-1 

-3 

2,029-6 

2,424-6 

+19 

6,271-3 

6,548-1 

+4 

2,190-6 

1,948-7 

-11 

3,758-0 

3,255-2 

-13 

581-8 

514-6 

-11 

1,014-4 

875-0 

-14 

953-7 

1,250-3 

+31 

446-1 

432-2 

-3 

15,215-9 

14,824-1 

-3 


^ Net debt is gross debt less sinldng fund assets, including debt of public service enterprises, except 
in the case of State debt in 1937. State figures for;bhis year represent funded or fixdl debt less sinking 
fund assets, and exclude debt of public service enterprises. State figures for 1932 contain 1931 figuies 
for 7 States. For regions see Table 11, footnote 1. 

Source — Statistical Abstract of the United States, 1940. 
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Table 15 U.S.A., EXPENDITURES AND INTEREST CHARGES 

OF STATES, 1937 ‘ 


Eegion and State 

Cost 

Payments, 

$ thousands 

Interest 

Payments, 

1 thousands 

! Interest 

Payments as a 
Percentage of 
Cost Payments 

1. North-eastern States : 




Maine .... * 

28,017 

1,175 

4*2 

New Hampshire .... 

16,909 

513 

30 

Vermont ..... 

11,127 

297 

2*7 

Massachusetts .... 

98,617 

737 

0*7 

Rhode Island .... 

22,802 

1,008 

4*4 

Connecticut .... 

45,918 

291 

0*6 

New York ..... 

429,734 

23,126 

5*4 

New Jersey .... 

107,496 

7,655 

7*1 

Pennsylvania .... 

273,682 

5,427 

2-0 

Delaware ..... 

12,038 

88 

07 

Maryland ..... 

37,565 

1,912 

5*1 

West Virgmia .... 

49,661 

3,681 

7*4 

Total, North-eastern States 

1,133,566 

45,910 

4*1 

2. South-eastern States : 




A^irginia ..... 

55,990 

955 

1*7 

North Carolina .... 

74,709 

7,044 

9*4 

South Carolina .... 

32,857 

1,722 

5*2 

Georgia ..... 

40,396 

24 

0*1 

Florida ..... 

49,290 



Kentucky ..... 

47,593 

1,3k 

2*9 

Tennessee ..... 

46,205 

4,730 

10*2 

Alabama ..... 

49,391 

3,223 

6*5 

Mississippi ..... 

40,159 

2,317 

5*8 

Arkansas ..... 

26,633 

5,017 

18-8 

Louisiana ..... 

67,248 

6,032 

9-0 

Total, South-eastern States 

1 530,471 

32,448 

6*1 

3. Middle States : 




Ohio ..... 

192,501 

483 

0*3 

Indiana ..... 

76,909 

170 

0*2 

Illinois ..... 

175,820 

8,654 

4*9 

Michigan ..... 

162,431 

4,388 

^2*7 

Wisconsin ..... 

79,484 

83 

0*1 

Minnesota . . . . . .. 

102,711 

4,311 

4*2 

Iowa ..... 

75,960 

337 

04 

Missouri ..... 

81,605 

4,856 

60 

Total, Middle States 

947,421 

23,282 

2*5 

4. Mountain and Great Plain States : 

North Dakota .... 

20,520 

1,305 

6*4 

South Dakota .... 

20,419 

2,155 

10*6 

Nebraska ..... 

32,105 

17 

0*1 

Kansas ..... 

42,175 

20,895 

982 

2*3 

Montana ..... 

470 

2*2 

Wyoming ..... 

13,161 

141 

M 

Colorado ..... 

49,155 

347 

0*7 

Utah ..... 

21,216 

469 

22 

Nevada ..... 

7,676 

43 

0*6 

Total, Mountain and Great Plain 
States .... 

227.322 

5,929 

2*6 
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Table 15 — (continued) 


Region and State 

Cost 

Payments, 

$ thousands 

Interest 

Payments, 

$ thousands 

Intel est 
Payments as a 
Percentage of 
Cost Payments 

5. South-ioeski'n States : 




Oldahoma ..... 

71,381 

561 

0-8 

Texas ..... 

153,784 

1,111 

0-7 

New Mexico .... 

23,281 

569 

2*4 

Arizona ..... 

19,101 

111 

06 

Total, South-western States 

267,547 

2,352 

0*9 

6. Cahfornia ..... 

232,402 

9,088 

! 3-9 

7. Pacific North-western States : 




Washington .... 

71,033 

679 

1-0 

Oregon ..... 

35,352 

2,233 

6-3 

Idaho ..... 

18,210 

107 

0*6 

Total, Pacific North-western States 

124,595 

3,019 

2*4 

Grand Total .... 

3,463,324 

122,028 

3-5 

1 


^ Exclusive of public service enterprises. 

Source . — Statistical Abstract of the United States, 1940. 
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Table 16 PUBLIC EXPENDITURES FROM REVENUES, ALL 
GOVERNMENTS, 1932 ^ 

( $ millions) 



National 

State 

Local 

Total 

1. Primary Functions : 





General administration, legislation and 





justice ..... 

701-22 

123 3 

511-610 

1,336*1 

Protection to person and property 


86-8 

568-2 10 

655-0 

Pensions^ ..... 

1023-4 



1.023-4 

Debt services .... 

599-3 

112 2 

73i-6 

1,443-1 

Defence ..... 

826-0 



826-0 

Total, Primary Functions . 

3149-9 

322-3 

1811-410 

5,283-6 

2. Secondary Functions . 

(1) Social Services : ^ 





Education .... 


604-5 

1964-8 10 

2,569-2 

Public health ® . 


45 3 

354-5 10 

399-9 

Charities,** hospitals and corrections. 


274 9 

373-410 

648-3 

Government Life Insurance Fund . 

5i-4 



51*4 

Sub-total .... 

51-4 

924-7 

2692-7 

8,668-8 

(2) Developmental : 





Post Office ’ . 

203-0 



203-0 

Panama Canal .... 

10-7 



10-7 

Shipping Board 

51-5 



51-5 

Highways .... 


235-7 

597-9 10 

833-6 

Development and conservation of 





natural resources 


73-0 

12*1 10 

85-1 

Agriculture ® . 

580-2 



■ 580-2 

Reconstruction Finance Corporation 

767*7 

. . 


767-7 

Public service enterprises 


6-3 

301*6 

307-9 

Sub-total .... 

1613-1 

315-0 

911*610 

2,839-7 

(3) Outlays ® . 


885-9 

1,475-8 

2,361*7 

(4) Miscellaneous .... 

47-3 

67*9 

165-310 

270-6 

Total, Secondary Functions 

1711-8 

2183*5 

5245-410 

9,140-7 

Geand Total .... 

4861-7 

2505-8 

7056-8. 

14,424-3 

Less grants and subventions made by the 
Federal Government to the States, by 
the latter to Local Governments, and 

1 




by Local Governments to States 

238-1 

618-6 

11-2 

" 867*9 

Net Total ..... 

^ 4623-6 

1887*2 

7045^6 

13,556-4 


^ ISfational aovernment : ascal year ended 30th June 1932. State and Local Governments : Bscal 
years ending on a date between 1st July 1931 and 30th June 1932. Kational Government figures 
include trust and related accounts totalling $326 5 millions. 

Departmental expenditure and refunds of receipts The former contains a few small items 
which, if details were readily available on a comparable basis, would have been classified under Pro- 
tection to person and property and under Secondary Functions such as Education. All War and 
Navy Department expenditure is given under Defence, and that of the Department ot Agiiculture 
under Agriculture. 

! figures for pensions are not available m the case of State and Local Governments. 

National Government figures not readily available on a comparable basis. The amounts would 
be small. See also footnote 2. 


® Excludes hospitals but includes recreation. 

® Mainly poor relief. 

’ Mainly postal deficiency. 

Department of A^culture, $136*2 millions Agricultural Marketing Fund and 
$125-0 subscription to stock of Federal land banks. 

^ capital nature out of revenue, e.g. for purchase and improvement of land, 
buildings, extension of water-supply systems, or purchases to increase the collection 

of libraries. 

Estimate, subject to revision, 
all States. 


Details are not available for all types of Local Government in 


meirts^^llb Abstract of the United States ; Financial Statistics of State and Local Govern- 
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Table 17 PUBLIC EXPENDITURES FROM REVENUES, 

ALL GOVERNMENTS, 1932 
(Percentage distribution) 



Percentage Share of each 
Government in Total 
Expenditures 

Percentage Distribution of 
each Goveinineut’s 
Expenditure 

National 

1 

1 

o 

nq 

% 

"o 

National 

o 

a 

M 

o 

1 

o 

1. Primary Functions : 









General administration, legislation 









and justice .... 

53 

9 

38 

100 

15 

5 

7 

9 

Protection to person and property 

. . 

13 

87 

100 


3 

8 

5 

Pensions ^ . . . , 

100 

. . 

. , 

100 

21 



7 

Debt services .... 

41 

8 

51 

100 

12 

5 

11 

10 

Defence ..... 

100 



100 

17 



6 

Total, Primary Functions . 

60 

6 

34 

100 

65 

13 

26 

37 

2. Secondary Functions : 









(1) Social Services : 









Education .... 


24 

76 

100 


24 

28 

18 

Public health .... 


11 

89 

100 


2 

5 

3 

Charities, hospitals and corrections 


42 

58 

100 


11 

5 

4 

Government Life Insurance Fund . 

100 



100 

1 




Sub-total .... 

1 

25 

74 

100 

1 

37 

38 

25 

(2) Developmental : 









Post Office .... 

100 

4 • 


100 

4 



1 

Panama Canal 

100 



100 





Shipping Board 

100 



100 

1 




Highways .... 

. . 

28 

72 

100 


9 

8 

6 

Development and conservation of 









natural resources . 


86 

14 

100 


3 


1 

Agriculture .... 

100 



100 

12 



4 

ReconstructJbn Finance Corporation 

uoo 



100 

16 



5 

Public service enterprises 


2 

98 

100 



5 

3 

Sub -total .... 

57 

11 

32 

100 

33 

12 

13 

20 

(3) Outlays . , . , 


38 

62 

100 

•• 

36 

21 

16 

(4) Miscellaneous 

18 

21 

61 

100 

1 

2 

2 

2 

Total, Secondary Functions 

19 

24 

57 

100 

35 

87 

74 

63 

Grand Total .... 

34 

17 

49 

100 

100 

100 

100 

100 

Less grants and subventions 

28 

71 

1 

100 

5 

25 

•• 

6 

Net Total ..... 

34 

14 

52 

100 

. . 


. . 

. . 











^ Separate figures for pensions are not available in the cases of State and Local Governments^ 

U 
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Table 18 U.S.A., NATIONAL OUTPUT BY INDUSTRIES ^ 

($ billions) 



1929 

1932 

1935 

1937 

1939 

1941 

Agriculture .... 

7*3 

2*6 

5*3 

6*4 

5*8 

7*4 

Mining ..... 

1*9 

0*5 

1*0 

1*6 

1*3 

2*0 

Manufacturing .... 

20*4 

6*1 

12*5 

17*5 

16*4 

27*6 

Contract construction 

3*5 

0*8 

0*9 

1*8 

2*1 

3*7 

Transportation 

7*1 

3*7 

4*1 

5*2 

5*0 

6*4 

Power and gas .... 

1*4 

1*1 

1*2 

1*4 

1*4 

1*6 

Communications 

1*0 

0*7 

0*7 

0*9 

0*9 

1*1 

Trade ..... 

11*1 

5*1 

7*5 

9*6 

9*6 

13*2 

Finance .... 

11*7 

6*2 

6*3 

7*7 

7*6 

9*0 

Government .... 

5*6 

5-9 

7*1 

8*1 

8*9 

10*7 

Service ..... 

9*9 

5*7 

6*8 

8*6 

8*8 

8*0 

Miscellaneous .... 

4*0 

2*4 

2*7 

3*2 

3*4 

4*4 

Corporation income and excess profits 
taxes ..... 

1*4 

0*5 

1*0 

1*8 

1*5 

6*9 

Capital outlays charged to current 
expense .... 

0*8 

0*4 

0*6 

0*8 

0*8 

1 1*8 

Inventory revaluations 

0*5 

' 1*2 

-0*6 

1 

1 -0*7 

-0*3 

1 -3*2 

Less — 

Social security contributions of em- 
ployers .... 



t 

-1-0 

-1-3 

1 -1*6 

Revision and rounding-off errors 

•• 

! -0*1 

-0*1' 

-0-1 

j 

0-1 

0*1 

Net National Output at Factor 
Cost ..... 

87*6 

42*8 

57*0 

72-6 

72-0 

99*1 









^ The definition of national income and output used here differs slightly fromrthat of the U.S. 
Department of Commerce (see Table 19), m that ICr. Stone excludes from the total social security 
contributions of employers and Federal debt interest, but includes imputed rents on owner-occupied 
houses, corporation income and excess profits taxes, capital outlays charged to current expense and 
inventory revaluations. 

Source — Kichard Stone, “ The National Income, Output, and Expenditure of the United States ”, 
Economic Journal, Jime-Sept. 1912, Table I. 
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Table 19 U.S.A., NATIONAL INCOME, BY INDUSTRIES ^ 

( $ millions) 



1929 

1932 

1935 

1937 

1030 

Agriculture 

7,258 

2,551 

5,276 

6,378 

5,635 

Mining .... 

1,883 

524 

1,028 

1,530 

1,232 

Electric light and power and gas 

1,425 

1,096 

1,152 

1,380 

L384 

Manufacturing 

20,308 

6,009 

12,402 

16,994 

15,425 

Contract construction 

3,670 

906 

964 

1,902 

2,148 

Transportation 

7,108 

3,622 

4,133 

5,088 

4,800 

Communication . 

1,047 

722 

723 

839 

863 

Trade .... 

11,314 

5,290 

7,608 

9,131 

0,185 

Finance .... 

8,915 

4,895 

5,131 

6,189 

5,983 

Government, excluding work- 






programme wages 

6,330 

6,355 

6,584 

7,370 

8,015 

Work-programme wages . 


132 

1,339 

1,783 

1,869 

Government, including work- 






programme wages 

6,330 

6,487 

7,923 

9,153 

9,884 

Service .... 

9,615 

5,579 

6,828 

8,477 

8.374 

Miscellaneous 

4,012 

2,393 

2,695 

3,161 

3,319 

Social security contributions of 






employers 



7 

950 

1,196 

National Income 

82,885 

40,074 

55,870 

71,172 

69,378 








^ These. figures, taken from the Statistical Abstract of the United States, 1040. are based on a 
definition of national income differing slightly from that used by Mr Richard Stone (see Tables 18 — 
especially footnote — and 20 C, also Chapter III, Chart IV (p 33) and Table VI (p. 38), and Richard Stone, 
op cit ). Data oi? dividends, interest and corporate savings by industrial divisions from 1034 onwards 
are based on a different industrial classification than those for earlier years, though the changes are 
small tor total income as distinct from specific items in particular industries 
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Table 21 U.S.A., THE CHANGE IN PUBLIC FINANCE 

RESULTING FROM THE NEW DEAL 
($ millions) 




Fiscal Year ending 30th June 



1929 

1930 

1932 

1935 

1938 

1939 

National Government 

A. Revenues and Expenditures : 
I. Ordinary receipts . 

4,0331 

4,1781 

2,000 2 

3,800 

0,242 

5,668 

II. Ordinary expenditures 

other than those listed 
under III. 




2,775 

3,746 

3,920 

III. Recovery and relief and 
other expenditure on 
agricultural aid, Civilian 
Conservation Corps, 

Tennessee Valley 
Authority, and 
similar projects, as well 
as social security pay- 
ments 




4,235 

3,880 

6,290 

IV. Total ordinary 

expenditures ® . 

3,2991 

3,440' 

4,535 

7,010 

7,626 

9,210 

V. Surplus ( + ) or Deficit (-y 

+734 

+738 

-2,529 

- 3,210 

- 1,384 

- 3,542 

VI. Surplus ( 4-) or Deficit ( - ) 
apart from III . 




+ 1,025 

+2,496 

+ 1,748 

B. Public Debt : 

Bonds ^ . 

12,125 

12,111 

14,250 

14,936 

23,602 

27,572 

Floating debt ^ , 

3,907 

3,047 

4,603 

12,076 

10,301 

8,550 

Special issues to Government 
agencies and trust funds 

607 

764 

308 

633 

, 2,676 

3,770 

Total interest-bearing debt 

10,639 

15,922 

19,161 

27,045 

36,579 

39,892 

Non-interest-bearing debt 

292 

263 

326 

1,056 

688 

553 

Total Gross Debt 

16,931 

16,185 

19,487 

28,701 

37,167 

40,445 










^ 1929 and 1930 these figures include trust and related accounts, which are excluded from the official figuies 
for later years, ihe figures for these accounts are liable to vary considerably from year to year. In 1935 the 
receipts under this head were of the order of $400 millions. 

^ The discrepancy between tins figure and that for 1930, although largely due to the depression, partly repre- 
sents the exclusion of trust and related accounts. (See footnote 1 ) 

® Excluding public debt retirements. 

* Other than special issues to Government agencies and trust funds. 

Source, — XJ.S. Statistical Abstract, 1940. 
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Table 1 CANADA, THE REVENUE SYSTEM, ALL GOVERNMENTS, 1940 ^ 

( I millions) 



Dominion 

Provincial 

Municipal 

Total 

Gboup I. Progressive Taxes : 





Personal income taxes . 

76 

14 

3 

93 

National defence tax 

28 



28 

Succession duties 


25 


25 

Total, Group I . . . 

104 

39 

3 

146 

Group II. Taxes on Property : 





Property taxes on land . 


4 

136 

140 

Property taxes on buildings 


2 

108 

110 

Business property taxes 



14 

14 

Public domain .... 

2 

21 


23 

Total, Group II . 

2 

27 

258 

287 

Group III. Mainly Taxes on Business : 





Corporation taxes 

145 

57 


202 

Excess profits tax 

24 


. . 

24 

Company fees, licences, etc. 

3 

8 

10 

21 

Total, Group III . 

172 

65 

10 

247 

Group IV. Mainly Consumption Taxes : 





Customs (including liquor) . 

131 



131 

War exchange tax 

61 


, . 

61 

Sub-total, Import Taxes . 

192 



192 

Excise (including liquor) . 

88 



88 

Other, Similar Taxes and Licences : 





Manufacturer’s taxes 

42 



42 

Sales taxes .... 

179 

13 

5 

197 

Gasoline tax .... 

. . 

53 

, . 

53 

Liquor control (other than customs 





and excise) .... 


' 32 


32 

Automobile licences 

, , 

27 


" 27 

Amusement taxes 


3 

. . f 

3 

Sub-total, Other Taxes and Licences 

221 

128 

5 

364 

Surplus Utility Earnings 

7 

2 

7 

16 

Miscellaneous (taxes and receipts) 

38 

5 

29 

72 

Total, Group IV . 

546 

135 

41 

722 

Dominion subsidies to Provinces . 


19 

. . 

19 

Grand Total .... 

824 

285 

312 

1421 

Less duplications .... 

19 


. . 

19 

Net Total ..... 

805 

285 

312 

1402 


' The figiirea are based on Comparative Statistm of Public Finance, 1030-1940 (Doimmon-Provincia! 
Conference, January 1941), but have been corrected for changes m actual results as compared with 
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Table 2 CANADA, THE REVENUE SYSTEM, ALL GOVERNMENTS, 1940 


(Percentage distribution) 







Percentage Share of each 
Government in Total 

Percentage Distribution 
of each Governinent’a 



iLevenues 



Revenues 



1 

3 

2 

C 

fl 

18 

ft 


a 

2 

*2 

S 

a 

ft 



3 

> 

3 

"3 

3 

> 

s 



o 

p 

S 

Ph 

s 

o 

o 

p 

o 

b. 

P 

3 

S 

"o 

E-i 

Group I. Progressive Taxes • 









Personal income taxes . 

81 

15 

4 

100 

9 

5 

1 

6 

National defence tax 

100 



100 

3 


2 

Succession duties 


100 


100 


8 

. . 

2 

Total, Group I . . . 

69 

29 

2 

100 

12 

13 

1 

10 

Group II. Taxes on. Property : 









Property taxes on land . 


3 

97 

100 


1 

44 

10 

Property taxes on buildings 


2 

98 

100 


1 

35 

8 

Business property taxes 



100 

100 



4 

1 

Public domain .... 

9 

91 


100 


7 


2 

Total, Group II . 

1 

9 

90 

100 


9 

83 

21 

Group III. Mainly Taxes on Business : 









Corporation taxes 

72 

28 


100 

16 

20 


14 

Excess profits tax 

100 



100 

3 



2 

Company fees, licences, etc. 

14 

38 

48 

100 


3 

3 

2 

Total, Group III . 

70 

26 

4 

100 

19 

23 

3 

18 

Group IV. Mainly Consumption Taxes . 
Customs (including liquor) 

100 



100 

16 



9 

War exchange tax 

100 



100 

7 



5 

Sub-total, Import Taxes . 

100 



100 

23 


. . 

14 

Excise (including liquor) . 

100 



100 

10 


. . 

6 

Other, Similar Taxes and Licences : 









Manufacturer’s taxes 

100 



100 

5 



3 

Sales taxes 

91 

7 

2 

100 

21 

4 

2 

14 

Gasoline tax «. 

Liquor control (other than customs 


100 

•• 

100 


19 


4 

and excise) .... 


100 


100 


11 


2 

Automobile licences 

, , 

100 


100 


10 


2 

Amusement taxes 


100 


100 


1 

. . 


Sub-total, Other Taxes and Licences 

63 

36 

1 

100 

~26” 

45 

2 

25 

Surplus Utility Earnings 

44 

12 

44 

100 

1 

1 

2 

1 

Miscellaneous (taxes and receipts) 

54 

7 

39 

100 

9 

2 

9 

5 

Total, Group IV . 

75 

19 

6 

100 

69 

48 

13 

51 

Dominion subsidies to Provinces . 

. . 

100 

. . 

100 


7 


1 

Grand Total .... 

58 

20 

22 

100 

100 

100 

100 

101 

Less duplications .... 

100 

. . 


100 

2 



1 

Net Total ..... 

58 

20 

22 

100 

98 

100 

100 

100 



298 


FEDEBAL FINANCE IN PEACE AND WAB 


BT. Ill 


T M 3 CANADA, PUBLIC EXPENDITUBES FBOM BEVENUE, 
^ ALL GOVERNMENTS, 1940 

( $ millions) 


— 

Dominion 


Municipal 



Provincial 

Total 

1 Primary F'unchons : 





* Legislation, administration and justice 

57 

41 

73 

171 

National defence .... 

852 



852 

Military pensions and after-care . 

56 

66 

52 

56 

Debt charges .... 

150 

268 

Total, Primary Functions . 

1115 

107 

125 

1347 

2. Secondary Functions : 

'' (1) Social Services : 

1 Education .... 

31 

36 

81 

117 

1 Relief . • • • • 

23 

6 

60 

i Other public welfare . 

36 

55 

37 

128 

! Sub-total, Social Services 

67 

114 

124 

305 

(2) Developmental : 


1 


44 

1 Agriculture and public domain 

20 

24 


i Transportation 

17 

31 

32 

80 

j Sub-total, Developmental 

37 

55 

32 

124 

I Total, Secondary Functions 

104 

169 

156 

429 

1 

; Subsidies to Provinces 

19 

.. 

•• 

19 

Gka>"d Total .... 

1240 

276 

279 ^ 

1795 

Less duplications .... 

19 

•• 


19 

, Net Total . - . . . 

1221 

276 

279 

1776 
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Table 4 CANADA, PUBLIC EXPENDITURES FROM REVENUE 

ALL GOVERNMENTS. 1940 
(Percentage distribution) 



Percentage Share of each 
Government m Total 
Expenditures 

Percentage Distribution 
of each Governin(*nf*« 
Expenditure 

Dominion 

Provincial 

Municipal 

Total 

1 

Dominion 

Provincial 

Municipal 

Total 

1. Primary Functions : 





— 



" 

Legislation, administration and justice 

33 

24 

43 

100 

5 

15 

26 

*1 A 

National defence .... 

100 



100 

69 



lU 

A O 

Military pensions and after-care 

100 



100 

4 



- 

o 

Debt charges .... 

56 

24 

20 

100 

12 

24 

19 

o 

15 

Total, Primary Functions . 

83 

8 

9 

100 

90 

39 

45 

76 

2. Secondary Functions • 










(1) Social Services : 









Education .... 


31 

69 

100 


13 

29 

>7 

Relief (unemployment) 

50 

40 

10 

100 

2 

8 

2 

i 

o 

Other public welfare . 

29 

43 

28 

100 

3 

20 

13 

o 

7 

Sub-total, Social Services 

22 

38 

40 

100 

5 

41 

44 

17 

(2) Developmental : 









Agriculture and public domain 

46 

54 


100 

2 

9 



Transportation 

21 

39 

40 

100 

1 

11 

11 

5 

Sub-total, Developmental 

28 

48 

24 

100 

3 

20 

11 

7 

Total, Secondary Functions 

24 

39 

37 

100 

8 

61 

55 

24 

Subsidies to Provinces 

100 



100 

2 


. . 

1 

Grand Total .... 

69 

15 

16 

100 

100 

100 

100 

101 

Less duplications .... 

100 


•• 

100 

2 



1 

Net Total ..... 

69 

15 

16 

100 

98 ; 

100 ] 

too ] 

lOO 
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Table 5 CANADA, PERCENTAGE DISTRIBUTION OF 

PROVINCIAL AND MUNICIPAL REVENUES, 1937-38 



Prince 

Ed\var(i 

Island 

2 

“o 

e8 

1 

New 

Brunswick 

Quebec | 

1 

Ontario 

Manitoba 

Saskatchewan 

Alberta 

British 

Columbia 

All Provinces 

Geoup I : 

Income taxes on persons . 

2 


1 

1 

3 

8 

1 

2 

4 

2 

Succession duties . 

2 

3 

3 

8 

10 

1 

1 

3 

3 

6 

Group II : 











Real property taxes 

20 

37 

31 

43 

51 

48 

43 

45 

38 

45 

Public domain 

•• 

4 

8 

5 

2 

2 

2 

4 

8 

4 

Group III : 











Corporation taxes . 

8 

6 

4 

7 

5 

5 

3 

5 

13 

6 

Group IV : 











Sales taxes . 


. . ' 


3 



3 

2 


1 

Gasoline taxes and motor 











vehicle licences . 

20 

18 

18 

10 

12 

10 

10 

11 

12 

12 

Liquor control 

2 

7 

8 

5 

5 

5 

3 

7 

8 

5 

Miscellaneous taxes, 











licences, fees, etc. 

14 

15 

16 

16 

11 

14 

i 19 

16 

11 

15 

Total revenue from Pro- 











vincial sources . 

68 

90 

89 

98 

99 

93 

85 

95 

o 97 

96 

Federal subsidies 

! 32 

l(f 

11 

2 

1 

7 

15 

5 

3 

4 

Total .... 

100 

100 

100 

100 

100 

100 

100 

100 

100 

100 
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Table 6 CANADA, PERCENTAGE DISTRIBUTION OP 

PROVINCIAL AND MUNICIPAL EXPENDITURES, 1937-38 



Prince 

Edward 

Island 

Nova Scotia 

New 

Brunswick 

Quebec 

Ontario 

Manitoba 

Saskatchewan 

Alberta 

Britibh 

Columbia 

All Provinces 

1. pTimaty Functions : 

General Government and 










1 

miscellaneous 

15 

17 

14 

22 

21 

20 

17 

17 

24 

20 

Net debt charges . 

17 

21 

30 

20 

18 

21 

19 

17 

21 

20 

2. Secondary Functions : 

(1) Social Services ; 











Education 

28 

23 

21 

15 

23 

20 

18 

27 

18 

20 

Public welfare . 

. . 



. . 

. . 

. . 

. . 



. . 

Unemployment relief . 

4 

3 

2 

14 

8 

14 

23 

8 

9 

11 

Other 

14 

19 

15 

12 

17 

15 

14 

16 

15 

15 

(2) Developmental : 
Agriculture and public 











domain 

2 

3 

5 

7 

2 

2 

3 

3 

4 

4 

Transportation . 

20 

14 

13 

10 

11 

8 

6 

12 

9 

10 

Total 

100 

100 

100 

100 

100 

100 

100 

100 

100 

100 
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Table 7 CANADA, DEBTS OUTSTANDING, 

ALL GOVERNMENTS, 1913-40 
($ millions) 



1913 

1921 

1926 

1930 

1936 

1937 

1940 

Dominion 

521 

3520 

3570 

3779 

4800 

4866 

5879 

Provinces 

285 

633 

951 

1246 

1836 

1960 

2190 

Municipalities . 

505 

804 

1038 

1238 

1279 

1271 

1143 

Sub-total . 

1311 

4957 

5559 

6263 

7915 

8086 

9212 

Less Intergovernmental 


! 






debts : 








Dominion-Provincial 

12 

50 

61 

68 

178 

193 

241 

Provincial-Municipal 

1 

24 

33 

31 

29 

30 

48 

Net outstanding debt 

1298 

4883 

5465 

6174 

7708 

7863 

8923 










Table 8 

CANADA, TOTAL RELIEF EXPENDITURES (INCLUDING RELIEF 
WORKS CHARGED TO CAPITAL ACCOUNT), 1930-37 
( $ millions) 



1930 

1931 

1932 

1933 

1934 

1935 

1936 

1937 

Tbrough Provincial-Municipal 









agencies ; 

1. Dominion share . 

3 

34 

34 

28 

43 

41 


55 

2. Provincial share . 

9 

42 

37 

39 

74 

70 

59 

79 

3. Municipal share . 

6 

d6 

21 

23 

24 

23 

23 

18 

Sub-total 

17 

92 

92 

90 

141 

134 

134 

152 

Dominion expenditure through 









own agencies . 

1 

5 

3 

8 

17 

39 

26 

13 

Grand Total . 

18 

97 

95 

98 

158 

173 

160 

165 



1 
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Table 9 CANADA, RELIEF EXPENDITURES, 

ALL GOVERNMENTS, 1937-38 



$ thousands 

Total Belief Expendituees 

(Dominion, Provincial and Municipal Shares combined) : 

Prince Edward Island ...... 

Nova Scotia 

New Brunswick 

Quebec 

Ontario 

Manitoba 

Saskatchewan 

Alberta 

British Columbia 

577 
2,560 
1,470 
30,823 
28,161 
9,789 
62,312 
7,649 i 
9,013 

Total, Combined Expenditure . • . . . 

152,354 

Share of Each Government 

Expenditure THROuan Provincial-Municipal Agencies : 

Total Dominion share ....... 

Total Provincial share ....... 

Total Municipal share ....... 

54,547 

79,466 

18,341 

Total Expenditure, through Provincial-Municipal Agencies 

152,354 

Add Dominion Expenditure, through own agencies 

12,802 

Total, Combined Expenditure .... 

, 

165,156 

1 



Table 10 CANADA, COMPOSITION OP TOTAL DEBT, ALL GOVERNMENTS, 

30th NOVEMBER 1940 
( $ thousands) 



Total 

Fund'^d 
Debt, less 
Sinking 
Funds 

Treasury 

Bills 

Floating 

Debt 

Guaranteed 

Bank 

Loans 

Other 

Contingent 

Liabilities 

All Governments 

8,922,744 

7,948,979 

349,090 

557,411 

64,758 

2506 

Lm Intergovernmental 
Debts : 

Dominion-Provincial . 
Provincial-Municipal . 

240,637 

48,398 

46,591 

6,322 

157,296 

2,989 

12,047 

33,761 

25,012 

5017 

Dominion and Canadian 
National Railways 
Provinces . 

Municipalities 

5,878,567 

2,189,769 

1,143,443 

5,199,931 

1,755,418 

1,046,543 

230,325 

276,061 

363,245 

112,302 

96,900 

85,066 

38,465 

7523 
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Table 11 

RELATION OF CANADIAN WAR EXPENDITURE TO NATIONAL 
INCOME AND PUBLIC FINANCE IN 1937-38, 1940-41 AND 1941-42 



1937-38 

1940-41 

1941-42 

Net National Income ( $ thousands) : 
Tentative results entered for calendar 




years 1937, 1940, 1941 

4,348,001 

5,386,582 

6,614,000 

Government Revenue ($ thousands) : 




National ..... 

516,693 

872,170 

1,488,536 

Provincial ..... 

287,940 

304,564 

305,000* 

Municipal ..... 

309,067 

314,500 

312,700 

Total ..... 

1,113,700 

1,491,234 

2,106,236 

As percentage of national income . 

25*6 

27-7 

32*3 

Government Expenditure ( I thousands) : 




National ..... 

534,408 

1,249,601 

1,885,066 

Provincial ..... 

274,100 

273,503 

274,0001 

Municipal ..... 

311,297 

314,000 

309,300 

Total (including defence or war 


i 


expenditure) 

1,119,805 

1,837,104 

2,468,366 

Defence or war expenditure 

32,7602 

778,424® 

1,382,491® 

Total Government expenditure as per- 




centage of national income 

25-7 

34-1 

37-9 

Defence or war expenditure as percentage 




of national income 

0*7 

14*5 

21*2 

Population (thousands) 

11,120 

11,385 

11,507 

Per Head ($) : 




Income . . . . . 

391 

473 

566 

Government revenue 

100 

131 

183 

Government expenditure 

101 

161 

215 

Government defence or war expenditure 

3 

08 

120 


^ Estimated. 

® Ordinary Expenditures of the National Defence Department. 

2 Including amounts charged to active assets. 

Noie.— Tentative approximate estimate of Net National Income in 1942 is $7500 millions Ex- 
penditure for war m the fiscal year ended 31st March 1943 was tentatively given in the Budget speech of 
2nd March 1943 as $3,802,765,000 ; this figure includes the $1000 millions gift to the United Kingdom 
Total Dominion revenue for this fiscal year was $2,308,400,000 ; total expendituie $4,469,958,000 
(preliminary figures). 

Source . — Dominion Statistician, Ottawa. (See also Table II, Chapter IV ) 
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Table 1 AUSTRALIA COMMONWEALTH REVENUES, 

1940-41 AND 1941-42" 



£ thousands 

Percentage Distiibutiou 


1940-41 

1941-42 

1940-41 

1941-42 

Geopp I. Progressive Taxes : 

Income tax (individuals) - . 

18,872 

24,265 

14-1 

16-0 

Pay-roll tax .... 

. . 

8,000 


5-3 

Estate duty .... 

2,364 

2,800 

i-8 

1-8 

Total, Group I . 

21,236 

35,065 

16-9 

23' 1 

Geoup II. Taxes on Real Property : 





Land tax .... 

3,191 

3,160 

2-4 

2-1 

Geoup III. Taxes on Business 





Income tax (companies) ^ . 

20,443 

26,285 

16-3 

17-3 

War-time (company) tax and super- 





tax , ... 

3,990 

4,000 

3-0 

26 

Gold tax .... 

1,452 

1,300 

1-1 

0-9 

Non-tax revenue under Group III . 

311 

299 

0*2 

0-2 

Total, Group III 

26,196 

31,884 

19-6 

21-0 

Geoup IV. Mainly Consumption 
Taxes : 





Customs .... 

29,410 

20,440 

22 0 

13 4 

Excise : 





Liquor . . . . 

13,597 

14,960 

10-2 

9-8 

Tobacco (including cigars and 
cigarettes) 

7,805 

9,130 

5*8 

6-0 

Other .... 

2,967 

3,020 

2*2 

2-0 

Sub-total, Excise 

24,369 

27,110 

18*2 

17*8 

Other Similar Taxes * 





Sales tax . 

19,793 

i 24,000 

14*8 

15*8 

Flour tax .... 

1,499 

1 1,580 

M 

1*0 

Sub-total, Other Taxes 

' 21,292 

26,580 

15-9 

16-8 

Net Revenue from Business Under- 
takings : ® 





Post Office .... 

3,199 

3,733 

2-4 

2-5 

Miscellaneous : 

Territories ^ . . . 

507 

497 

0-4c 

0-3 

Interest ® . 

" 1,172 

1,100 « 

0*9 

0-7 

Other .... 

3,134 

3,472 “ 

2*3 

2-3 

Suh-total, Miscellaneous 

4,813 

5,069 

3*6 

3-3 

Total, Group IV 

83,083 

81,932 

62-1 

53 8 

Geand Total .... 

133,706 

152,031 

100-0 

100-0 







^ 1940-41 figures are actual receipts ; those for 1941-42 Budget estimates. The figures represent 
receipts of the Consolidated lie venue Bund, except that net revenues only of business undertakings 
are included. 

® In the absence of separate data of individual and company income tax, the total income tax 
receipts have been spht up m the ratio of assessments in 1939-40, In view of the repeated changes m 
the income tax law as more and more rehance has been placed on this source of revenue, theie is a 
considerable margin of error in the figure given above. 

^ Net revenues of Post Office only. These were net expenditures on railways. 

* Excluding business undertakings. 

® Excluding balance of interest on States’ debts payable by States. 

® No details available. The figure of £1,100,000 is a rough estimate obtained by taking approxi- 
mately the proportion of “ IVXiscellaneous Receipts ” (the head in the Budget accounts) represented by 
interest in 1940-41. In this way the Budget estimate of Miscellaneous Eeceipts for 1941-42 has been 
split up. The total of Miscellaneous Eevenue in this table is not affected. 

Commonwealth Budget Papers. 
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Table 2 AUSTRALIA, COMMONWEALTH EXPENDITURES 

FROM CONSOLIDATED REVENUE, 1940^1 AND 1941-42 i 



£ thoubands 

Percentage Bistiibution 

: 

1940-41 

1941-42 

1940-41 

]041-i2 

1 1. Primary Functions : 

Legislation, administration and 





justice .... 

4,072 

4,176 

3-0 

2*8 

Defence ^ . 

67,481 

66,597 

49-4 

43*8 

Pensions .... 

8,252 

8,223 

6-0 

5*4 

. Debt services ^ . . . 

13,603 

14,914 

10-0 

9-8 

i Total, Primary Functions 

93,408 

93,910 

68'4 

61-8 

2. Secondary Functions : 

(1) Social Services : 





Education ^ . . . 

111 

125 

0*1 

0*1 

Public health 

271 

291 

0-2 

0*2 

Invahd and old-age pensions 

17,366 

18,750 

12-7 

12*3 

1 Kepatriation and War Service 

I Homes Commission 

791 

945 

0-6 

0*6 

8*6 

Child endowment . 

13,000 

Maternity allowances 

408 

425 

6-3 

0*3 

Miscellaneous 

168 

368 

0-1 

0-2 

Sub-total, Social Services . 

i 

19,115 

33,904 

14-0 

22*3 

i (2) Developmental T 





' Bailways (net) 

608 

628 

0-4 

0*4 

Shipping and mail services 

Federal Aid roads ^ 

62 

3,485 

67 

1,600 

2-6 

i*i 

Civil aviation 

382 

474 

0-3 

0*3 

Bounties .... 

61 

163 

0*1 

Kesearch and publicity ^ . 

546 

694 

64 

0*5 

Belief to primary producers 

3,023 

3,776 

2-2 

2*5 

Hew works .... 

3,212 

3,831 

2*4 

2*5 

Miscellaneous 

53 

26 

Sub-total, Developmental . 

11,432 

11,259 

8-3 

7*4 

1 (3) Miscellaneous : 





Temtories .... 

1,238 

1,348 

0-9 

0*9 

Total, Secondary Functions i 

31,785 

46,511 

23-2 

30-6 

Payments to or for States 

11,441 

11,610 

8-4 

7*6 

Gbaxd Total .... 

136,634 

152,031 

100-0 

100*0 


* 1940-41 actual figures, 1941-42 Budget estimates. The giaad totals differ from those in the 
ofticial accounts m that net expenditure only on business undeitakmgs is included, and in that ex- 
penditure from excess receipts (£2,928,375 on defence in 1940-41) has been added to ordinary ex- 
[lenditiire 

** Expenditure of defence departments from revenue (other than on pensions and debt services) 
and miscellaneous expenditure on account of the war of 1914-18. 

■* Interest, sinking fund, exchange, and loan redemption and conversion expenses 

^ Soldiers’ children education scheme (expenditure on account of 1914-18 war) and National 
Library. 

^ Paid to States, but does not appear m State Consolidated Eevenue accounts 

« Includes expenditure on scientific research and similar items which have been included under 
education in the State figures (Tables 5 and 6 and Chapter V Tables XI au'i XII). well as in other 
chapters, but cannot be separated out in this case. 

iS'oiirce.— Commonwealth Budget Papeis. 
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Table 3 AUSTRALIA, STATE REVENUES, BY STATES, 1937-38 

(£ thousands) 



New 

South 

Wales 

Victoria 

Queensland 

South 

Australia 

Western 

Australia 

i 

H 

Total 

Group I. Progressive Taxes : 

Taxes on income ^ . 

11,649 

4,980 

3,251 

1994 

1655 

743 

24,272 

Probate and succession duties 

1,951 

1,206 

366 

240 

80 

108 

3,951 

Total, Group I ^ . 

13,600 

6,186 

3,617 

2234 

1735 

851 

28,223 

Group II. Taxes on Real Property : 








Land tax .... 

2 

420 

233 

319 

98 

84 

1,156 

Non-tax revenue from lands . 

1,872 

434 

1,543 

217 

375 

66 

4,507 

Total, Group II . 

1,874 

854 

1,776 

536 

473 

150 

5,663 

Group III. Taxes on Business : ^ 








Stamp duties .... 

1,196 

802 

364 

273 

223 

79 

2,937 

Licences and other taxes 

63 

100 

76 

37 

34 

22 

332 

Total, Group III . 

1,259 

902 

440 

310 

257 

101 

3,269 

Group IV. Mainly Consumption Taxes : 
Taxes : 








Liquor ..... 

341 

197 

46 

34 

60 

23 

701 

Motor vehicles 

2,260 

1,538 

471 

660 

341 

148 

5,418 

Entertainments 

106 

220 


^ 89 

69 

30 

514 

Racing . . . . I 

350 

349 

*55 

277 

63 

37 

1,131 

Lotteries .... 



50 


•• 

4233 

473 

Sub-total, Taxes 

3,057 

2,304 

622 

1060 

533 

661 

8,237 

Revenue from Business Undertakings : ^ 








Railways, tramways and omnibuses 

7,105 

2,507 

1,512 

672 « 

1048 


12,844 

Harbours, rivers and lights 

841 

8 


550 

249 


1,648 

Water supply, sewerage, irrigation 








and drainage 

246 

304 


697 

511 

. . 

1,758 

Other ..... 


785 


11 

128 

13 

937 

Sub - total. Business Under- 








takings 

8,192 

3,604 

1,512 

1930 

1936 

' 13 

17,187 

Miscellaneous : 

Interest .... 

653 

2,255 

1,299 

914 

449 

351 

5,921 

Other ..... 

4,182 

972 

1,259 

518 

697 

190 

7,818 

Sub-total, Miscellaneous 

4,835 

3,227 

2,558 

1432 

1146 

541 

13,739 

Total, Group IV . 

16,084 

9,135 

4,692 

4422 

3615 

1216 

39,163 

Grants and other Commonwealth pay- 








ments ..... 

3,008 

2,127 

1,097 

1783 s 

1051 

841 

9,907 

i 

J Grand Total .... 

35,825 

19,204 

11,622 

9285 

7131 

3160 

86,225 










' Includes taxes on company income, which could not be separated out from those on individual income. 

* Taxes on company income are included under Group I 

® Includes income tax on lotteries, £277,313 (8 8 per cent of Tasmanian revenues). 

* JJTet revenue only. In calculating the total for all States, the losses of some have not been ohset against 
' the profits of others, but given separately in the expenditure tables (JSTos. 5 and 6). 

® Includes £120,000 (1 3 per cent of South Australian revenues), portion of Commonwealth Special Grant 
paid direct to railways. 

* Excludes £120,000 (1*3 per cent of South Australian revenues), portion of Commonwealth Special Grant 
paid direct to railways. 

Sourm, — Mnance^ 1927-28 to 1937-38, Commonwealth Bureau of Census and Statistics, Bulletin Ifo. 29. 



pT. ni 


LIST OP AUSTRALIAN TABLES 


309 


Table 4 AUSTRALIA, STATE REVENUES, BY STATES, 1937-38 

(Percentage distribution) 



New 

South 

Wales 

Victoria 

Queensland 

South 

Australia 

Western 

Australia 

Tasmania 

Total 

Gbotjp I. Progressive Taxes : 








Taxes on income ^ . 

32*5 

25-9 

28-0 

215 

23-2 

23 5 

28*1 

Probate and succession duties 

5-5 

6-3 

3-1 

2-6 

1-1 

3-4 

4*6 

Total, Group I ^ 

38 0 

32-2 

31-1 

24-1 

24-3 

26-9 

32-7 

Geodp II. Taxes on Peal Property : 


2-1 






Land Tax ..... 


2-0 

3-4 

1*3 

2-7 

1*4 

Kon-tax revenue from lands 

52 

23 

13 3 

2-3 

5*3 

2-1 


Total, Group II ... 

5-2 

4-4 

15-3 

5-7 

6-6 

4*8 

6*6 

Geoup III. Taxes on Bxisiness : ^ 








Stamp duties ..... 

3-3 

4-2 

3-1 

2-9 

3-1 

2-5 

3*4 

Licences and other taxes 

0-2 

0-5 

0-7 

0-4 

0-5 

0-7 

0*4 

Total, Group III 

3-5 

4-7 

38 

3-3 

36 

3*2 

3-8 

Geoup IV. Mainly Consumption Taxes : 
Taxes : 








Liquor ..... 

1-0 

1-0 

0-4 

0-4 

0-8 

0-7 

0*9 

Motor vehicles .... 

6*3 

80 

4-1 

7-1 

4-8 , 

4-7 

6-3 

Entertainments .... 

0-3 

1-2 


1-0 

1-0 

0-9 

0*6 

Racing ..... 

1*0 

1-8 

0-5 

3*0 

0-9 

1-2 

1*3 

Lotteries ..... 

•• 

•• 

0-4 

•• 


13*43 

0*5 

Sub-total, Taxes 

8-6 

12-0 

5-4 

11*5 

7*5 

20-9 

9*6 

Revenue from Business Undertakings : 








Railways, tramways and omnibuses 

19-8 

13*1 

13 0 

7-35 

14-7 


14*9 

Harbours, rivers and lights 

2-3 



5-9 

3-5 


1*9 

Water supply, sewerage, irrigation and 








drainage ..... 

. 9-7 

1-6 


7*5 

72 


2-0 

Other ..... 


4-1 

•• 

0*1 

1*8 

*0*5 

1*1 

Sub-total, Business Undertakings . 

22-8 

18*8 

13-0 

20*8 

27-2 

0*5 

19*9 

Miscellaneous : 








Interest ..... 

1*8 

11*7 

11-2 

9*9 

6-3 

11*1 

6*8 

Othbr ..... 

11-7 

5*1 

10-8 

5-5 

9*8 

6*0 

9*1 

Sub-total, Miscellaneous 

13-5 

16*8 

22-0 

15-4 

16-1 

17*1 

15*9 

Total, Group IV 

44-9 

47-6 

40-4 

47-6 

50-8 

38*5 

45*4 

Grants and other Commonwealth payments 

84 

11*1 

9-4 

19-2 « 

14-7 

26-6 

11*5 

Geanb Total ..... 

100-0 

100-0 

100-0 

100-0 

100-0 

100-0 

100*0 








' 


For footnotes see Table 3. 
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Table 11 AUSTRALIA, COMMONWEALTH AND STATE DEBT, 

30 th JUNE 1941 




Maturing in — 



Australia, 
£000 (Austr ) 

London, 
£000 (Stg ) 

New York, 
£000 (.$4 8665) 

Total, 

£000 ^ 

For Commomoealth Purposes 
(1) War Debt {m9-4cl) : 

Stock and bonds ^ . 

84,178 

5,775 


89,953 

Advance loan subscriptions ® 

872 



872 

Citizens’ National Emergency 

Loans ^ . 

5,390 

100 


5,490 

War savings certificates and stamps ^ 

17,460 



17,460 

Public Treasury bills (short-term 
debt) .... 

1,750 



1,750 

Indebtedness to United Kingdom 
Government 


12,000 


12,000 

Sub-total, War Debt (1939-41) 

109,650 

17,875 


127,525 

(2) War Debt {1914^19) : 




182,093 

Stock and bonds ^ . 

171,073 

11,020 


Miscellaneous ^ , 

167 



167 

Indebtedness to United Kingdom 
Government 


79,724 


79,724 

Sub-total, War Debt (1914-19) 

171,240 

90,744 


261,984 

(3) W orks and other Purposes : 




106,307 

Stock and bonds ^ . 

28,766 

61,664 

15,877 

Treasury bills and debentures (short- 
term debt) .... 


3,720 


3,720 

Internal Treasury bills ^ 

10,692 



10,692 

Sub-total, Works and other Purposes 

39,458 

65,384 

15,877 * 

120,719 

Total, Commonwealth Purposes 

320,^48 

174,003 

15,877 

510,228 

On Account of States 





Stock and bonds 

469,072 

206,381 

16,584 

681,037 

Treasury bills and debentures (short- 
term debt) .... 

45,423 

23,155 


68,678 

Balance of debts of States taken over 
by Commonwealth and still repre- 
sented by State securities 


154,505 

11,902 

166,407 

Total, on Account of States 

504,495 

384,041 

27,486 

916,022 

Grahb Total, Commonwealth and 




1,426,260 

State Public Debt 

824,843 

558,044 

43,363 





. 


^ Total iace ” or “ book value of the debt without adjustment on account of relative*'Ciirrency changes 
since the loans were floated. 

* Funded with the public. * Funded debt. 

Source, — Finance, 1940-41, Commonwealth Bureau of Census and Statistics, Bulletin Ho. 32. 
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Total 

423,144 

46,598 

469,742 

362,734 

23,155 

385,889 

28,550 

814,428 

69,763 

884,181 


Tasmania 

12,033 

170 

12,203 

12,918 

491 

a 

S 

CO 

r-H 

229 

26,180 

661 

rH 

-fl 

00 

IQ 

Western 

Australia 

. 41,670 
6,860 

o 

CO 

IQ 

1> 

41,160 

2,998 

00 

lO 

I— 1 

2,024 

84,854 

8,858 

93,712 


S 

i~'S3 

O "rr 

C/J P 

58,405 

4,130 

62,535 

39,358 

3,816 

t- 

rH 

CO 

tH 

1,742 

99,505 

7,946 

107,451 


Queensland 

Gi CO 

CO 00 

TjH rH 

CO o7 

IQ 

% 

55,652 

63,012 

63,012 

7,118 

123,599 

2,183 

125,782 


Victoria 

106,636 

3,385 

110,021 

66,805 

5,885 

62,690 

rH 

iQ 

167,958 

9,270 

177,228 


EO 

3 

« 

P 

150,931 

30,870 

181,801 

149,481 

9,965 

159,446 

12,920 

313,332 

40,835 

354,167 



Maturing in Australia : 

£ thousands (Austr.) : 

Funded ..... 
Short-term .... 

Total .... 

Maturing in London, £ thousands (Stg.): 
Funded ..... 
Short-term .... 

i 

Total .... 

Maturing in New York, £ thousands 
(S4-8665) : 

Funded ..... 

Total Belt, £ thousands ; ^ 

Funded ..... 
Short-term .... 

Grai^id Total .... 
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Table 13 AUSTRALIA. LOCAL GOVERNMENT DEBT, BY STATES, 

1937-38 


Debt of Local Authorities in — 


Maturing m — 


Australia 
£000 (Austr ) 

London 
£000 (Stg ) 

New York 
£000 (14 8665) 

New 

Zealand 

£000 

Total 

£000 

New South Wales : 






Due to Central Government 

3,987 




3,987 

Due to banks (net overdraft) 

250 




250 

Due to public creditor 

27,159 

5,477 

19i3 


34,549 

Total 

31,396 

5,477 

1913 


38,786 

Victoria ; 






Due to Central Government 

664 


, , 


664 

^Due to banks (net overdraft) 

324 




324 

Due to public creditor 

12,075 



si 

12,106 

Total 

13,063 



31 

13,094 

Queensland : 






Due to Central Government 

10,152 




10,152 

Due to banks (net overdraft) 

708 




708 

Due to public creditor 

9,200 

5,500 

3588 


18,288 

Total 

20,060 

5,500 

3588 


29,148 

South Australia : 






Due to Central Government 

394 


• • 


394 

Due to banks (net overdraft) 

45 

. , 

, , 

, , 

45 

Due to public creditor 

846 

• 



846 

Total 

1,285 



. . 

1,285 

Western Australia : 






Due to Central Government 

43 


• • 


43 

Due to banks (net overdraft) 

32 




32 

Due to public creditor 

2,589 

*552 


r 

3,141 

Total 

2,664 

552 


^ . . 

3,216 

Tasmania : 






Due to Central Government 

362 

, . 

* • 


362 

Due to banks (net overdraft) 

43 

. . 

• • 

. . 

43 

Due to public creditor 

1,658 

1,194 


•• 

2,852 

Total 

2,063 

1,194 



- 3,257 

All States : 






Due to Central Government 

15,602 




15,602 

Due to banks (net overdraft) 

1,402 

. . 



1,402 

Due to public creditor 

53,527 

12,723 

5501 

si 

71,782 

Gband Total . 

70,531 

12,723 

5501 

31 

88,786 








NoU . — The “ Total '* column shows the total “ face ** or “ hook *’ value of the debt without adjustment on 
account of relative currency changes since the loans were floated. Net overdrafts represent aggregate net over- 
drafts of all funds. The credit balances of other authorities which do not carry overdrafts have not been deducted 

Sourc 0 ,— Finance, 1938-39, Commonwealth Bureau of Census and Statistics, Bulletin No? 30. 
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Table 14 AUSTRALIA, DEBT OF SEMI-GOVERMIENTAL 
AND OTHER PUBLIC AUTHORITIES, 1937-38 


Debt of Authorities m — 


Maturing m — 


Australia 
£000 (Austr.) 

London 
£000 (Stg.) 

New York 
£000 ($4 8065) 

Total 

£000 

New South Wales : 





Due to Central Government 

22,387 



22,387 

Due to banks (net overdraft) 

234 



234 

Due to public creditor 

42,886 

3,989 

1442 

48,317 

Total 

65,507 

3,989 

1442 

70,938 

Victoria : 





Due to Central Government 

2,703 



2,703 

Due to banks (net overdraft) 

166 



166 

Due to public creditor 

32,475 

6,669 


39,144 

Total 

35,344 

6,669 


42,013 

Queensland : 

8,301 



8,301 

Due to Central Government 

. . 

. . 

Due to banks (net overdraft) 

1,271 

. . 

. . 

1,271 

Due to public creditor 

2,605 

.. 


2,605 

Total . , . 

12,177 

. . 


12,177 

South Australia : 




7,079 

Due to Central Government 

7,079 


. . 

Due to banks (net overdraft) 

26 

. . 

. . 

26 

Due to public creditor 

810 


• • 

810 

Total 

7,915 

. . 


7,915 

Western Australia : 




299 

Due to Central Government 

299 

. . 


Due to banlrs (net overdraft) 

4 

. . ^ 


4 

Due to public creditor 

104 



104 

Total^ 

407 

. . 

. . 

407 

Tasmania : 




371 

Due to Central Government 

371 

. . 


Due to public creditor 

487 

- 


487 

Total 

858 

. . 


858 

All States : 




41,140 

Due to Central Government 

41,140 

. . 

. . 

1 Due to banks (net overdraft) 

1,701 


1442 

1,701 

1 Due to public creditor 

79,367 

10,658 

91,467 

1 Gband Total . 

122,208 

10,658 

1442 

134,308 


Note.—The “ Total ” column shows the total “ face ” or “ book 
ment on account of relative currency changes since the loans were n no? carrv 

aggregate net ovei drafts of all funds. The credit balances of other authorities -which d y 

overdrafts have not been deducted. 

Source.— mrnnce, 1938-89, Commonwealth Bureau of Census and Statistics, Bulletin No. 30. 
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Table 16 AUSTRALIA, LOCAL GOVERNMENT AUTHORITIES, 
INTEREST PAYABLE, 1937-38 


Interest on Debt of 
; Local Authorities in— 


Payable m — 



Australia 
£000 (Austr ) 

London 
£000 (Stg ) 

New York 
£000 (S4 8005; 

New 

Zealand 

£000 

Total 

£000 

; New South Wales : 

1 To Central Government 

134 




134 

To banks (net overdraft) 

11 



. . 

11 

To public creditor . 

1175 

284 

105 


1564 

Total 

1320 

284 

105 


1709 

i Victoria : 






1 To Central Government 

27 

, , 



27 

To banks (net overdraft) 

15 


. , 


15- 

To public creditor 

538 



2 

540 

Total 

580 



2 

582 

Queensland : 






To Central Government 

451 


, , 


451 

To banks (net overdraft) 

32 




32 

To public creditor 

394 

291 

189 


874 

Total 

877 

291 

189 


1357 

South Australia : 






To Central Government 

20 




20 

To banks (net overdraft) 

2 




2 

To public creditor . 

37 




37 

Total 

59 


. . 


59 

Western Australia : 






To Central Government 

2 


. , 


2 

To banks (net overdraft) 

2 




2 

To public creditor 

114 

24 



138 

Total 

118 

24 



142 

Tasmania : 

To Central Government 

15 




15 

To banks (net overdraft) 

2 

. , 



2 

To public creditor . 

70 

57 



127 

Total 

87 

57 



144 

All States : 






To Central Government 

649 


. . 


649 

To banks (net overdraft) 

64 




64 

To public creditor . 

2328 

656 

294 

2 

3280 

Geand Total . 

3041 

656 

294 

2 

3993 








JTofe.— The Total column shows the nominal amount of interest payable, tatong 
ITet overdrafts represent aggregate net overdrafts of all funds. The interest on the credit balances of other 
authorities which do not carry overdrafts has not been deducted. 


Source — Finaij^e, 1938-39, Commonwealth Bureau of Census and Statistics, Bulletin No. 30. 

Y 
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iTEALIA, SEMI-GOVEENMBNTAL AND OTHER 
[C AUTHORITIES, INTEREST PAYABLE, 1937-38 


■f Authorities in- 



Payable in — 



Australia 
£000 (Austr.) 

London 
£000 (Stg ) 

New York 
£000 ($4 8665) 

Total 
£000 ^ 

es : 






ivernment 


783 

. , 

, , 

783 

» overdraft) 


11 



11 

litor 


1524 

160 

79 

1763 

. 


2318 

160 

79 

2657 

vernment 


107 



107 

overdraft) 


7 

. . 


7 

itor 


1448 

311 


1759 

• 


1562 

311 


1873 

yernment 


341 



341 

overdraft) 


23 



23 

itor 


103 



103 



467 


..f ..... * 

467 

remment 


280 



280 

overdraft) 


1 



1 

itor . 


35 



35 



316 



316 

a : 






'■ernment 


13 



13 

3verdraft) 


2 



2 

tor 


4 



4 

• 


17 



17 

emment 


ft 

16 



16 

tor . 


20 



20 

• 


36 



36 

ernment 


1640 



1540 

iverdxaft) 


42 



42 

tor . 


3134 

471 

79 

3684 

• 


4716 

471 

79 

5266 









payable, taking no account of exchange. = Less than £500 

its represent aggregate net overdrafts of all funds The interest on the credit 

irities wmcjti do not carry overdrafts has not been deducted 

938-39, Conamonwealth Bureau of Census and Statistics, Bulletin No, 30. 
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Table 18 PAYMENTS BY THE COMMONWEALTH TO OR FOR 
the states, SUMMARY, 1930-31 to 1941-42 ^ 

(£ thousands) 


Year and Item 

New 

South 

Wales 

Victoria 

Queens- 

land 

South 

Australia 

Western 

Australia 

Tasmania 

Total 

mO-3I : 

From Bevenue 

From Loan Fund . 

4290 

3080 

1826 

2460 

1330 

695 

13,681 

Total . 

4290 

3080 

1826 

2460 

1330 

695 

13,681 

: 

From Bevenue 

From Loan Fund . 

3908 

1075 

2757 

785 

1679 

65 

2262 

833 

1314 

690 

646 

2 

12,626 

3,450 

Total . 

5043 

3542 

1744 

3095 

2004 

048 

16,076 

: 

From Bevenue 

From Loan Fund . 

4615 

360 

3254 

238 

1768 

275 

2805 

216 

2048 

172 

751 

22 

15,2 ii 
1,289 

Total . 

4981 

3492 

2043 

3021 

2220 

773 

16,530 

: 

From Bevenue 

From Loan Fund . 

5025 

23 

3470 

230 

1866 

29 

3245 

9 

2288 

z 

911 

9 

16,805 

300 

Total . 

5048 

3700 

1895 

3254 

2288 

920 

17,105 

jm-So * 

Fiom Bevenue 

From Loan Fund . 

6252 

20 

4413 

221 

2295 

70 

3910 

31 

2763 

85 

1029 

46 

20,062 

473 

Total . 

C272 

* 

4634 

2365 

3941 

2848 

1075 

21,135 

jm-S6 : 

From Bevenue 

From Loan Fund . 

5207 

230 

3776 

230 

2087 

140 

3506 

81 

2529 

346 

1018 

70 

18,123 

1,097 

Total . 

5437 

4006 

2227 

3587 

2875 

1088 

19,220 

1986-87: 

From Bevenue 

From Loan Fund . 

4808 

626 

3440 

572 

2112 

95 

2947 

279 

1932 

320 

1192 

46 

16,431 

1,938 

Total . 

5434 

4012 

2207 

3226 

2252 

1238 

18,369 

1937-38 : 

From Bevenue 

From Loan Fund . 

4956 

840 

3463 

840 

2314 

170 

2857 

280 

2132 

300 

1169 

70 

16,891 
! 2,500 

Tqpal . 

5796 

4303 

2484 

3137 

i 2432 

1239 

19,391 

1938-39 

Prom Beven'iie 

Prom Loan Fund . 

5331 

465 

3709 

550 

^2396 

300 

3080 

1 300 

2529 

300 

1021 

85 

18,266 

2,000 

Total . 

5996 

4259 

2696 

3380 

2829 

1106 

20,266 

1939-40 : 

From Bevenue 

Prom Loan Fund . 

5842 

210 

3724 

210 

2390 

100 

3016 

100 

2621 

100 

1097 

30 

18,690 

750 

• Total . 

6052 

3934 

2490 

3116 

2721 

1127 

19,440 

1940-44 : 

Prom Bevenue 

Prom Loan Fund . 

5481 

725 

3728 

395 

2145 

115 

3023 

215 

2647 

315 

1237 

5 

18,261 

1,770 

Total . 

6206 

4123 

2260 

3238 

2962 

1242 

20,031 

1941-42 : » 

Prom Bevenue 

From Loan Fund . 

4816 

185 

3638 

308 

1921 

140 

2918 

190 

2372 

277 

1745 

17,410 

1,100 

Total . . 1 

5001 

3946 

2061 

3108 

2649 

1745 

18,510 


^ The figures include all payments by the Commonwealth to or for the States, such as those xmder 
Financial Agreement, the Federal Aid Boads Agreement, special grants, bounties and assistance 
to primary inciustries. ^ . x. x 

* Less than £100. ® Budget estimates. 


Sources . — Commonwealth G-rants Commission Reports and Commonwealth Budget Papers, 
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Included in the item “ Grants and Similar Intergovernmental Payments ’* m Table XI on page 139 of Cliapter Y (Otliei items are given under other heads ) 
Sources, Budget Papers, 1941-42, Table 21, p 80 ; Commomvealth Grants Commission, Sixth Repoit (1939), Appendix Xo 23, pp. 142-3. 
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Table 20 AUSTRALIA, SPECIAL GRANTS PAID BY THE 

COMMONWEALTH TO THE STATES, 1910-11 to 1942-43 
(£ thousands) 


Year 

South Australia 

Western 

Australia 

Tasmania 

Total 

1910-11 . 


250 

, , 

250 

1911-12 . 


240 

. . 

240 

1912-13 . 


230 

95 

325 

1913-14 . 


220 

90 

310 

1914-15 . 


210 

90 

300 

1915-16 . 


200 

90 

290 

1916-17 . 


190 

90 

280 

1917-18 . 


180 

90 

270 

1918-19 . 


170 

90 

260 

1919-20 . 


160 

90 

250 

1920-21 . 


150 

90 

240 

1921-22 . 


140 

85 

225 

1922-23 . 


130 

85 

215 

1923-24 . 


120 

85 

205 

1924-25 . 


110 

146 

256 

1925-26 . 


450 

68 

518 

1926-27 . 


300 

378 

678 

1927-28 . 


300 

378 

678 

1928-29 . 


300 

220 

520 

1929-30 . 

360 

300 

250 

910 

1930-31 . 

1170 

300 

250 

1720 

1931-32 . 

1000 

300 

250 

1550 

1932-33 . 

1000 

500 

330 

1830 

1933-34 . 

1150 ! 

600 

380 

2130 

1934-35 1 

1400 

600 

400 

2400 

1935-361 . . 1 

1500 

800 

450 

2750 

1936-37 1 . . 1 

1330 

500 

600 

2430 

1937-38 1 

1200 

575 

575 

2350 

1938-39 1 

1040 

570 

410 

2020 

1939-40 1 

995 

595 

430 

2020 

1940-41 1 

1000 

650 

400 

2050 

1941-42 1 

1150 

630 

520 

2300 

1942-43 2 

550 

800 

575 

1925 


^ Paid m accordance with the recommendations of the Commonwealth Grants Commission. 
® Recommendations of the Commonwealth Grants Commission. 

Soitree — Commonwealth Grants Commission, Ninth Report (1942). 
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Tabic 5 SOUTH AFRICA, DETAILS OF REVENUES OF THE 
UNION GOVERNMENT, 1937-38 ^ 


Customs ....... 

£ 

10,677,913 

Excise ....... 

2,911,558 

State mining revenue ..... 

582,407 

Licences ...... 

191,114 

Stamp duties and fees .... 

1,305,011 j 

Income tax ...... 

16,286,332 j 

Surtax on interest ..... 

42 

Estate and succession duties .... 

1,037,547 1 

Native taxes ...... 

567,409 

Pass fees ...... 

62,123 

Quintrent and farm taxes .... 

15,393 

Forest revenue ...... 

141,936 

Rents of Government property 

177,469 

Interest ....... 

2,458,844 

Departmental receipts .... 

! 788,074 

Fines and forfeitures ..... 

328,078 

Miscellaneous ...... 

539,237 

Postal ....... 

1 2,406,781 

Telegraph and telephone .... 

3,133,473 

Total ...... 

: 43,610,741 


^ Including gross revenues from public utilities. 
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Table 6 SOUTH AFRICA, MINING REVENUE, 1937-38 



£ thousands 

Gold mines ...... 

13,592 

Diamond ...... 

441 

Coal 

106 

Other 

441 

Total ...... 

14,680 

From taxation . . ... 

9,845 

Other ....... 

4,735 

Credited to Revenue Account 

10,190 

To Loan Account ..... 

1 

4,390 


Table 7 SOUTH AFRICA, RAILWAYS, REVENUE AND 
EXPENDITURE, 1937-38 



£ thousands 

Revenue : 


Gross traffic receipts .... 

33,389 

Miscellaneous . . . . < 

1,656 

Total ...... 

35,045 

Expenditure . 


Gross working expenditure 

23,219 

Interest ...... 

4,924 

Miscellaneous expenditure . 

1,320 

Total ...... 

29,463 

Surplus ....... 

5,682 ' 


Table 8 SOUTH AFRICA, HARBOURS, REVENUE AND 
EXPENDITURE, 1937-38 



£ thousands 

Revenue ....... 

2111 

Expenditure : 

Gross working expenditure 

826 

Interest ...... 

566 

Total ...... 

1392 

Surplus ....... 

719 
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Table 9 SOUTH AFRICA, UNION EXPENDITURES, 

1937-38 AND 1940-41 1 



1937-38 

1940-41 

General Government .... 

£ 

1,371,680 

£ 

1,636,840 

Law, order and protection .... 

6,284,430 

17,140,810 

Higher education, science, etc. 

1,165,049 

1,355,198 

Labour and social welfare .... 

1,273,234 

2,096,300 

Public health ...... 

1,312,844 

1,804,300 

Commerce and industries .... 

280,206 

330,380 

Mining. ...... 

618,180 

766,800 

Native affairs ...... 

528,251 

764,866 

Land and agriculture .... 

2,294,456 

2,741,509 

Assistance to farmers .... 

1,609,619 

2,222,900 

Public works ...... 

1,313,337 

1,696,933 ’ 

Posts and telegraphs .... 

3,985,214 

4,398,830 

Pensions ...... 

4,742,968 

5,314,975 

Public debt ...... 

5,348,434 

5,889,975 

Government printing works 

351,144 

410,413 

Miscellaneous ...... 

149,898 

75,100 

Total ...... 

32,628,944 

48,546,129 

Provincial Subsidies, etc.^ . 

1 6,654,761 

7,193,253 

Grand Total ..... 

39,283,705 

56,739,382 


1 Including gross expenditure on public utilities 

® Includes a grant of £340,000 per annum in respect of native education, to the South African 
Native Trust. 


Table 10 SOUTH AFRICA, TOTAL REVENUES OF PROVINCES 


(1) Subsidies of Union Government to Provinces 

Year 

Cape of 
Good Hope 

Natal 

Transvaal 

Orange 
Free State 

Total 

1911-12 

1085 

431 

1367 

419 

3302 

1926-27 

2054 

480 

1901 

736 

5171 

1931-32 

2220 

520 

1947 

738 

5425 

1937-38 

2634 

670 

2081 

934 

6319 

1938-39 

2699 

691 

2157 

942 

6489 

(2) Revenue Collections of each Province 

Year 

Cape of 
Good Hope 

Natal 

Transvaal 

Orange 
Free State 

Total 

1911-12 

1926-27 

1580 

616 

1843 

419 

4458 

1931-32 

1850 

769 

1956 

441 

5016 

1937-38 

2702 

1002 

3906 

623 

8233 

1938-39 

3037 

1049 

3770 

601 

8457 
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Table 12 SOUTH AFRICA, DETAILS OF ORDINARY PROVINCIAL 

REVENUES, 1937-38 


j 

Classification 

Cape of 
Good. Hope 

Hatal 

Transvaal 

Oiange 
Free State 

AU 

Provinces 


£ 

£ 

£ 

£ 

£ 

i Auction sales tax 



43,095 

15,710 

58,805 

Companies tax 

153,726 

61,613 

515,165 

18,502 

749,006 

; Departmental receipts 

146,766 

105,086 

151,864 

48,590 

452,306 

Education receipts 

321,064 

72,839 

13,066 

22,568 

429,5,37 

Entertainments tax . 

145,511 

60,999 

117,507 

16,272 

340,289 

! Fines and forfeitures . 

10,224 

3,657 

10,312 

2,293 

26,486 ; 

! Licences : 

, Dog, fish and game 

4,662 

25,680 

18,907 

16,890 

66,039 1 

Importers 

98,950 



. . 

98,950 1 

Liquor 

86,869 

21,313 

61,275 

9,352 

178,809 ; 

Motor vehicles 

848,471 

255,598 

829,314 

203,447 

2,136,830 1 

1 Trades and professions 

190,078 

73,978 

219,012 

32,282 

516,350 1 

Native pass fees . ^ . 



604,007 


604,007 

Personal and income tax 

307,720 

131,062 

625,764 

115,545 

1,180,091 1 

Provincial property tax 

13,947 



, . 

13,947 i 

Racing taxation 

65,171 

87,299 

245,338 

2,451 

400,259 

Transfer duty . 

301,568 

98,024 

451,103 

71,573 

922,268 

Trankskeian roads tax 

7,025 




7,025 

Wheel tax 


5,206 


46,408 

51,614 

Total Collections 

2,701,752 

1,002,254 

3,905,729 

622,883 

8,232,618 

Union Government subsidies 

2,634,463 

669,926 

' 2,081,149 

933,619 

6,319,157 

Grant : 

S.A, Native Trust . 

427,000 

157,740 

170,467 

61,300 

816,507 ' 

1 National Road* Fund 

814,763 

. 241,557 

508,659 

243,827 

1,808,806 ' 

Other .... 


4,585 

5,844 


10,429 . 

Total Revenue 

6,577,978 

2,076,062 

6,671,848 

1.861,629 

17,187,517 , 






! 
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Table 13 SOUTH AFRICA, ORDINARY EXPENDITURES 

OF THE PROVINCES 
(£ thousands) 


Peiiod 

Cape of 
Good Hope 

Natal 

Transvaal 

Orange 

Free State 

Total 1 

1 1911-12 

931 

376 

1200 

377 

2,884 1 

1926-27 

3910 

1090 

3641 

1207 

9,948 ! 

1931-32 

4751 

1409 

3974 

1423 

11,557 j 

1938-39 

7887 

2474 

6673 

! 

2005 

19,039 


Table 14 SOUTH AFRICA, AVERAGE EXPENDITURE 

OF THE PROVINCES PER HEAD OP MEAN POPULATION 


Period 

Cape of 

Good Hope 

Natal 

Transvaal 

Orange 

Free State 

Total 

fl 

p 
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3l 

o o 
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e£ 

<D 

ft 
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.2 
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ll 

o o 
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« 5 

-p ft 
o o 
BPM 

cs 

CD 
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1 

Bft 

1 

OJ 

ft 

2 

§ 

^1 
-p ft 

o o 

a 

<a 

ft 

g 

S3 

1911-12 

1926-27 

1931-32 

1938-39 

s. d. 

7 3 
26 5 
28 10 
43 6 

& s. d. 

1 11 11 

5 10 8 

6 6 9 

9 14 8 

s. d. 

0 3 
13 11 
15 10 
24 6 

£ s. d. 

3 16 2 

6 17 2 

7 18 9 
12 11 8 

s. d. 

14 2 
32^ 4 
27 5 
37 9 

£ s. d. 

2 16 9 

6 2 10 

5 14 1 

7 12 9 

s. d. 
14 2 
34 8 
38 9 
50 9 

£ s. d. 

2 3 0 

3 18 1^ 

6 18 6 

9 18 8 

d. 

9 7 
26 5 
26 6 
38 2 1 

£ s. d. 

2 5 1 

5 18 7 

6 6 4 

9 2 11 
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Table 16 SOUTH AFRICA, ORDINARY EXPENDITURES, 
PROVINCES, 1937-38 and 1939-40 


1937-38 


£ 

Administration ....... 

458,275 

Education ........ 

9,610,821 

Hospitals and charitable institutions .... 

1,515,576 W 

Roads, bridges and local works ..... 

4,384,857 

Miscellaneous services ....... 

929,733 

Interest and redemption charges ..... 

672,542 

Total ........ 

17,571,804 


1939-40 



Cape of 
Good Hope 

Natal 

Transvaal 

Orange 
Free State 

AH 

Provinces 


£ 

£ 

£ 

£ 

£ 

General administration 

193,874 

77,230 

210,700 

53,116 

534,920 

Education 

4,322,374 

1,068,943 

3,972,748 

1,031,234 

10,395,299 

Hospitals and charitable 
institutions . 

526,598 

401,858 

728,505 

165,765 

1,821,726 

Roads, bridges and local 
works 

2,609,319 

767,922 

2,035,070 

686,694 

5,999,005 ' 

Miscellaneous . 

56,136 

27,979 

7,230 

19,724 

110,069 1 

Interest and redemption 

325,624 

136,907 

303,572 

90,840 

856,943 i 

Total 

7,931,925 

'2,480,839 

7,257,825 

2,047,373 

1 

19,717,962 1 
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Table 16 SOUTH AFRICA, DETAILS OF REVENUES OF 

MUNICIPALITIES, 1937-38 



Cape of 
Good Hope 

Natal 

Transvaal 

Orange 
Free State 

XJuion 


£ 

£ 

£ 

£ 

£ 

Rates .... 

2,170,567 

619,605 

1,705,210 

232,401 

4,727,783 

Sanitary fees . 

192,300 

68,606* 

1,037,383 

73,581 

1,371,770 

WMer .... 

867,849 

336,392 

955,309 

171,516 

2,331,066 

Licences 

55,489 

109,626 

403,205 

16,853 

685,173 

Abattoirs 

88,572 

41,499 

171,969 

15,584 

317,624 

Building plans, fees . 

7,230 

6,996 

46,846 

1,781 

62,853 

Cemeteries 

8,577 

7,686 

36,241 

2,279 

54,783 

Estate (incl. Town Hall) 

294,318 

140,019 

100,343 

62,870 

697,550 

Fines .... 

18,915 

20,199 

70,127 

904 

110,145 

Fire brigades and ambxdances 

13,210 

6,778 

16,806 

2,734 

39,527 

Locations 

138,354 

136,540 

281,711 

77,360 

633,966 

Markets .... 

71,212 

73,765 

77,548 

16,968 

239,493 

Pounds .... 

3,384 

342 

5,468 

2,788 

11,982 

Forestry 

Parks, gardens, recreation 

3,517 

12,601 

8,934 

1,000 

26,052 

grounds, swimmuag baths, 
bathing and wash-houses . 

56,375 

37,195 

48,307 

10,039 

147,416 

Interest on investments 

80,115 

7,097 

62,851 

22,066 

172,129 

Electricity supply 

1,967,459 1 

831,370 

1,941,566 

254,150 

4,994,545 

Gas supply 

2,584 1 


1 153,747 

. , 

1 156,331 

Tramways and bus services . 

37,185 

300,178 

1,087,889 

20,357 

1,445,609 

Native beer 

2,119 

70,939 

25,915 


98,973 

Other revenue . 

610,984 

175,293 

141,937 

53,547 . 

981,761 

Total . 

6,690,315 

3,002,626 

8,374,811 

1,038,778 

19,106,530 


Including Public Health. 
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Table 17 


SOUTH AFRICA, DETAILS OF EXPENDITURES OF 
MUNICIPALITIES, 1937-38 



Cape of 
Good Hope 

Natal 

Transvaal 

Orange 
Free State 

Union 


£ 

£ 

£ 

£ 

£ 

Administration 

277,384 

85,675 

256,664 

62,100 

681,823 

Sanitary 

387,657 

191,007 

713,548 

65,457 

1,357,669 

Public health . 

286,805 


205,761 

23,376 

515,942 

Streets and bridges . 

311,663 

154,204 

481,701 

59,573 

1,007,141 

Street lighting . 

98,392 

13,697 

170,742 

14,313 

297,144 

Water supply . 

304,391 

97,697 

525,213 

81,568 

1,008,869 

Electricity supply 

1,437,937 

586,060 

1,090,975 

121,908 

3;236,880 

Gas supply 

4,500 


101,452 


105,952 

Tramways and bus service . 

31,419 

279,563 

1,056,711 

21,069 

1,388,762 

Abattoirs 

60,147 

27,415 

130,555 

13,915 

232,T)32 ' 

Cemeteries 

16,275 

9,878 

51,129 

2,319 

79,601 

Estate .... 

93,677 

23,203 

42,324 

24,822 

184,026 

Fire brigades and ambulances 

70,103 

32,034 

100,235 

6,058 

208,430 

Locations 

111,124 

75,145 

225,259 

66,285 

477,813 

Markets 

50,835 

56,814 

67,027 

14,982 

189,658 

Pounds .... 

5,427 

219 

7,969 

2,016 

15,631 

Forestry 

11,318 

14,719 

10,629 

1,797 

38,463 

Town halls, parks, gardens, 
recreation grounds, swim- 
ming baths, bathing and 
wash-houses . . . 1 

173,755 

140,676 

272,177 

37,650 

624,258 

Mayoral allowances 

8,301 

3,350 

17,457 

4,525 

33,633 

Public entertainments 

10,566 

5,400 

8,871 

3,013 

27,850 

Grants to hospitals and other 
institutions . 

136,709 

40,218 

195,471 

15,055 

387,453 

Elections 

1,476 

129 

15,337 

572 

17,514 

Valuation 

5,981 

8,760 

14,911 

1,524 

31,176 

Legal and audit 

19,059 

7,075 

28,965 

6,167 

61,266 

Insurance 

17,763 

4,429 

52,939 

3,884 

79,015 

Pensions and gratuities 

107,674 

34,383 

79,163 

4,985 

226,205 

Traffic control 

38,463 

, 25,559 

102,160 

1,417 

167,599 

Licensing 

16,219 

. . 

65,816 


82,035 

Police .... 



. . 



Loan charges : 

Interest 

1,240,271 

592,661 

956,622 

147,376 

2,936,930 

Redemption . 

603,636 

134,191 

408,086 

98,072 

1,243,985 

Oth^r 

300 

4,015 

255 

2,463 

7,033 

Maintenance and depreciation 

53,259 

35,108 

142,794 

10,147 

241,308 

Native beer 

2,502 

21,321 

18,073 


41,896 

Other expenditure 

421,648 

119,175 

171,455 

29,034 

741,312 

Total . 

6,416,636 

2,823,780 

7,788,446 

947,442 

17,976,304 
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are not included in the above table. 
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Table 20 SOUTH AFRICA, EXTERNAL AND INTERNAL 

DEBT, 1912-40 
{£ millions) 



External Debt 

Internal Debt 

Total Debt 

Date 

Amount 

Per Cent of 

Total Debt 

Amount 

Per Cent of 
Total Debt 

1912 

103 

88*10 

14 

11*90 

117 

1927 

148 

63*85 

84 

36*15 

232 

1932 

160 

. 60*50 

104 

39*50 

264 

1939 

101 

36*26 

178 

63*74 

279 

1940 

106 

36*41 

185 

63*59 

291 


Table 21 

SOUTH AFRICA, CAPITAL EXPENDITURES OF PROVINCES, 
1913-14 TO 1938-39, AND PROVINCIAL LOAN INDEBTEDNESS 

(£ thousands) 



Cape of ” 
Good Hope 

Natal 

Transvaal 

Orange 
Free State 

Total 

Capital expenditure 

Total loan indebtedness . 

7261 

5595 

4910 

2413 

9146 

4844 

4146 

1468 

25,463 

14,320 


Table 22 

SOUTH AFRICA, LOAN INDEBTEDNESS, SINKING FUNDS AND 
RATEABLE VALUATION OF PROPERTY OF MUNICIPALITIES, 1937 

(£ thousands) 



Indebtedness 

Sinking Funds 

Bateable Valua- 
tion on Property 

Cape of Good Hope 

31,621 

6,640 

125,940 " 

Natal .... 

15,787 

3,467 

52,228 

Transvaal .... 

23,227 

3,993 

185,434 

Orange Free State . 

3,276 

765 

17,602 

Total 

73,911 

14,865 

381,204 
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Table 1 -INDIA, THE REVENUE SYSTEM, CENTRAL GOVERNMENT ^ 

(Rs. millions) 



1939-40 

1940-41 

3941-42 

1942-43 

Gboups I Ai^D III. Taxes on Personal 
Income and on Business : ^ 

Taxes on income other than Corporation 

Tax ..... 

142 

176 

247 

336 

Corporation Tax .... 

24 

41 

113 

220 

Total, Groups I and III . 

166 

217 

360 

556 

Gboxjp II. Taxes on Real Property : 





Cand revenue .... 

2 

2 

2 

2 

Forests ..... 

1 

2 

2 

2 

Total, Group II . 

3 

4 

4 

4 

Gbotjp IV. Chiefly Consumption Taxes : 





Customs ..... 

459 

373 

360 

354 

Excise: Central .... 

65 

95 

123 

126 

Provincial 

3 

3 

3 

3 

Sub-total, Excise . 

68 

98. 

126 

129 

Other, Similar Taxes and Licences : 





Salt ..... 

109 

76 

91 

90 

Opium ..... 

4 

5 

7 

8 

Stamps ..... 

4 

4 

4 

4 

Miscellaneous .... 

1 

1 

1 

1 

Sub - total, Other Taxes and 





Licences .... 

118 

86 

103 

103 

Revenue from Public Utilities : 

Railways (net) .... 

341 

478 

555 

570 

Post and telegraphs (net) . . ^ 

16 

19 

39" 

49 

Civil works (roads and bridges) 

3 

4 

3 

4 

Sub-total, Revenue from Public 





Utilities .... 

360 

501 

697 

623 

Defence Receipts .... 

7 

12 

13 

20 

Miscellaneous .... 

71 

154 

no 

120 

Total, Group IV . 

1083 

1224 

1309 

1349 

Contributions from States 

6 

6 

6 

6 

Gband Total .... 

1258 

1451 

1679 

1915 


* Excess proflte tax IS counted partly under corporation tax, partly under income tax, E.P.T. 
receipts were Es. 20 millions in 104(>“41, Es. 80 millions m 1941—42 (Iboth figures revised estimates) 
and are estimated at 200 millions in the Budget for 1942-43. 




FT. Ill 


LIST OF INDIAN TABLES 


343 


Table 2 INDIA, PUBLIC EXPENDITURES FROM REVENUES, 
CENTRAL GOVERNMENT ^ 

(Rs. millions) 



1939-40 

1940-41 

1941-42 

1042-43 

1. Primary Functions : 

Civil administration, legislation and 





justice ..... 

129 

140 

157 

163 

Pensions ..... 

28 

21 

21 

21 

Debt services .... 

120 

128 

90 

14)7 

Defence ..... 

503 

748 

1038 

1350 

Total, Primary Functions . 

780 

1037 

1306 

1641 • 

2. Secondary Functions : 





(1) Social Services : 





Education .... 

9 

10 

10 

10 

Public health .... 

3 

5 

4 

4 

Sub-total, Social Services 

12 

15 

14 

14 

(2) Developmental : 





Railways .... 

297 

356 

363 

369 

Aviation ..... 

4 

8 

10 

12 

Posts and telegraphs . 

7 

7 

7 

7 

Broadcasting .... 

I 3 

3 

5 

6 

Civil works .... 

I 27 

30 : 

39 

33 

Agriculture and irrigation 

6 

6 

10 

28 

Industries .... 

1 

1 

2 

2 

Sub-total, Developmental 

345 

411 

436 

457 

(3) Miscellaneous .... 

90 

23 

66 

125 

Total, Secondary Functions 

447 

449 

516 

596 

Contributions to Provinces and mis- 





cellaneous adjustments 

31 

31 

30 

28 

CIrand Total .... 

1258 

1517 

1852 

2265 


1 19*39-40 and 1940-41, actual figures ; 1941-42, revised estimate ; 1942-43, Budget estimate. 
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1 Miscellaneous Receipts are the revenue from Debt Services, Administration of Justice, Jails and Convict Settlements, Police, Ports and Pilotage, Education, Medical 
Services, Public Health, Agriculture, Veterinary Services, Co-operation, Industries, Broadcasting, Miscellaneous Departments, Tiansfers from Famine Belief Fund, Receipts 
in Aid of Superannuation, Stationery and Printing, Miscellaneous Items, and Extraordinary Receipts other than from sale of land. 




Table 4 THE REVENUE SYSTEM OF INDIA, PROVINCES, 1937-38 

(Percentage distribution) 
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Table 5 INDIA, EXPENDITURES EROM REVENUES, PROVINCES, 1937-38 

(Rs. nullions) 
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Table 7 INDIA, DETAILS OP MUNICIPAL REVENUES, 1937-38 



Rs. millions 

Per cent^ 

Group I. Piogussive Taxes ....... 



Gr(.-up II. Taxes on Real Property • 



Tax on houses and lands ....... 

50 1 

28 

Reilts of lands, houses, ‘ etc. ....... 

50 

3 

Sale proceeds of land and produce of land, etc. . 

27 

1 

Total, Group II . 

57 8 

32 

Group III. Taxes on Business : 



Tax on professions and trades ...... 

34 

2 

GifouP IV. Chiefly Consumption Taxes : 

Various Taxes and Licences : 



Octroi ......... 

14 6 

8 

Tax on animals and vehicles ...... 

48 

3 

From pounds, hackney carnages, licences for the sale of spirits and 
drugs, etc. . ..... 

15 

1 

Other taxes .... ... 

19 6 

11 

Other fees, etc. ....... 

80 

4 

Total, Various Taxes and Licences .... 

48 5 

27 

Revenue from Public Utilities : 

29 


Tolls on roads and ferries ...... 

1 

Lighting rate ........ 

40 

2 

Water rate 

21 8 

12 

Conservancy rates and receipts (charges for the removal of night soil) 

10 6 

6 

Receipts from markets and slaughter-houses .... 

66 

4 

Fees from educational institutions ..... 

1-8 

1 

Total, Revenue from Public Utilities .... 

47-7 

26 

Miscellaneous * 



Fmes ......... 

1 1 

1 

Miscellaneous ........ 

91 

5 

Total, Miscellaneous ....... 

10 2 

6 

Total, Group IV. 

106 4 

69 

Group V. Grants and Contributions : 

Grants from Government . . . ^ . 

1 

n 

IM 

6 

Grants from local funds ....... 

08 

\ 1 

Other grants and contributions ...... 

05 

/ 

Total, Grants and Contributions 

124 

7 

Total, Ordinary Revenue ....... 

180 0 

100 

e 

Group VI. Extraordinary and Debt : 

55-7 


Sale proceeds of securities, etc. ...... 

. . 

Loans from Government . ..... 

25 

. . 

Loans raised from private individuals ..... 

110 


Realisations of sinking fund ...... 

8*6 


Advances ......... 

154 


Deposits ......... 

1154 


Total, Extraordinary and Debt ..... 

208 6 


Grand Total, Gross Receipts ...... 

388-6 

1 


Per cent ol Ordinary Eeyenue. 
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Table 8 INDIA, DETAILS OF MUNICIPAL EXPENDITURES, 

1937-38 


___ 

Rs. nuilioiis 

Per Cent ^ 

1. Primary Functions : 

(1) Civil Administration : 



General administration .... 

16*9 

9 

Public safety ...... 

16*6 

9 

Total, Civil Administration . 

32*5 

18 

(2) Debt Services ...... 

14-4 

8 

Total, Primary Functions 

46*9 

26 

2. Secondary Functions : 

(1) Social Services : 


13 

Education ...... 

Public health (including water supply, drainage 

23*5 

and conservancy) ..... 

62*4 

35 

Other (e.g, public gardens) .... 

1-6 

1 

Total, Social Services .... 

87*5 

49 

(2) Developmental : 


10 

Civil works (roads and buildings) . 

18*6 

Other ....... 

7*3 

1 

4 

Total, Developmental 

25*9 

14 

(3) Miscdlaneous ..... 

19*8 

11 

Total, Secondary Functions 

133*2 

74 

Total, ^Expenditure from Revenue . 

180*1 

100 

3. Extraordinary and Debt : 

56*1 


Investments ...... 

• • 

Payments to sinking funds .... 

6*0 


Repayment of loans ..... 

11*7 

• * 

Advances 

21*2 

* • 

Deposits ....... 

111*8 


Total, Extraordinary and Debt 

206*8 


Grand Total, Gross Expenditure . 

386*9 



» Per cent of Expenditure from Revenue. 
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Table 9 *JNDIA, INCOME OP DISTRICT AND LOCAL BOARDS, 
BY PROVINCES, 1937-38 
(Rs. thousands) 


Province 

Provincial 

Bates 

Civil 

Works 

Other 

Sources 

Total 

Incidence 
per Head 

Madras .... 

11,053 

11,133 

25,110 

47,296 

Bs. A. 
0 14 

P 

10 

Bombay .... 

3,508 

2,357 

14,470 

20,335 

1 

3 

2 

Bengal .... 

9,305 

2,615 

5,748 

17,668 

0 

5 

7 

United Provinces 

7,987 

1,446 

10,422 

19,855 

0 

6 

11 

Punjab .... 

6,622 

1,421 

12,843 

20,886 

1 

0 

6 

Bihar .... 

7,029 

3,986 

5,121 

16,136 

0 

8 

0 

C««itral Provinces and Berar . 

2,592 

267 

4,417 

7,276 

0 

8 

0 

Assam .... 

1,283 

798 

1,585 

3,666 

0 

7 

4 

North-West Frontier Province 

273 

80 

1,164 

1,517 

0 

10 

6 

Orissa .... 

782 

232 

1,730 

2,744 

0 

5 

9 

Sind .... 

1,274 

342 

2,931 

4,547 

1 

4 

4 

Coorg .... 

62 

40 

54 

156 

0 

15 

4 

Ajmer-Merwara . 

29 

50 

53 

132 

0 

3 

9 

Delhi .... 

45 

12 

204 

261 

1 

6 

9 

Total .... 

61,844 

24,779 

85,862 

162,475 

0 

9 

11 

Percentage distribution 

32 

15 

53 

100 





Source — Statistical Abstract for British India, 1929-30 — 1938-39. 


Table 10 INDIA, EXPENDITURE OF DISTRICT AND 

LOCAL BOARDS, BY PROVINCES, 1937-38 
(Rs. thousands) 


Province 

Education 

Civil 

Works 

Sanitation, 

Hospital, 

etc. 

Debt 
and Mis- 
cellaneous 

Total 

Madras .... 

13,743 

14,584 

4,051 

15,099 

47,477 

Bombay .... 

11,276 

3,609 

997 

4,555 

20,437 

Bengal .... 

3,039 

7,241 

4,379 

3,335, 

17,994 

United Provinces 

11,310 

3,469 

4,724 

322 

19,825 

Punjab .... 

11,233 

3,234 

2,916 

3,561 

20,944 

Bihar .... 

4,603 

5,801 

2,272 

2,237 

14,913 

Central Provinces and Berar . 

3,010 

813 

381 

3,131 

7,336 

Assam .... 

1,479 

1,09,2 

600 

544 

3,715 

North-West Frontier Province 

996 

157 

120 

285 

1,558 

Orissa .... 

1,187 

595 

509 

464 

2,755 

Sind .... 

2,050 

937 

469 

392 

3,848 

Coorg .... 

79 

12 

36 

28 

155 

Ajmer-Merwara . 

17 

60 

8 

32 

117 

Delhi .... 

160 

31 

54 

24 

269 

Total .... 

64,182 

41,635 

21,516 

34,009 

161,342 

Percentage distribution 

40 

26 

13 

21 

100 


Statistical Abstract for British In<iia, 1929-30 — 1938-39. 
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Table 11 INDIA, RAILWAY FINANCES 

(Rs. millions) 



1937-38 

1939-40 

1940-41 

Capital outlay to end of year . 

7538-0 

7586-2 

7609-3 

Net revenue receipts .... 

319-6 

327-2 

462-3 

Percentage of net revenue receipts on capital 




outlay ...... 

4-24 

4-31 

6-08 

Payments on account of share of surplus 




profits and of net revenue receipts . 

5-3 

3-5 

5-0 

Interest on capital odtiay 

1 292-6 

29M 

286-8 

Total expenditure .... 

297-9 

294-6 

291-7 

Gain ...... 

21-6 

32-6 

1 170*6 


Source . — Combined Finance and Revenue Accounts of the Central and Provincial Governments in 
India for the years 1037-38, 1939-40 and 1940-41. 




Table 12 INDIA, CAPITAL AND OTHER EXPENDITURES (APART EROM REVENUE iSCCOUNT) OF THE 
CENTRAL AND PROVINCIAL GOVERNMENTS TO THE END OF 1937-38 
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APPENDIX I 


Abstract of the Leading Recommendations of the Royal 
Commission on Dominion-Provincial Relations ^ 

The Report which, the Commission has prepared is the outcome of two 
and a half years of carefnlly planned study. In the present summary the 
aim is to set out the principal recommendations embodied in the Report 
and to indicate briefly the reasons for them. At the heart of the problem 
lie fhe needs of Canadian citizens. ‘;_The basic problem before the Com- 
mission lies, therefore, in finding a way in which the financial position of 
*he Provinces could be improved and assured, without disastrous financial 
consequences to the Federal Government on whose efficient functioning all 
Provinces are dependent. National unity must be based on Provincial 
autonomy, and Provincial autonomy cannot be assured unless a strong 
feeling of national unity exists throughout Canada^ 

The Commission did find one onerous function of government which 
cannot, under modern conditions, be equitably or efiiciently performed on 
a regional or Provincial basis. This function is the maintenance of those 
unemployed who are employable and of their dependan^,s. In reaching this 
conclusion (which is amply supported by the Evidence and the research 
studies) the Commission merely confirmed conclusions which had been 
reached by earlier Commissions. So firmly is the Commission convinced of 
the validity of this conclusion that, even when it comes to consider the 
situation which will arise if its main recommendations are not implemented, 
it proceeds on the assumption that the relief of the unemployed who are 
able and willing to work will become a Federal function 

Another function closely analogous to that of relief foj^ employables is 
that of assistance to a primary industry [e.g. agriculture) in the form of 
operating cosTadvances. When relief is on a small scale the responsibility 
can "be borne without difiiculty by the Province. But in the event di wide- 
spread disaster with which a Province is unable to cope without assistance 
from the Dominion, or in the event that the Dominion by such means as an 
exclusive marketing organisation has already established effective control 
of the industry concerned, the Commission recommends that the Dominion 
sh ould ass ume direct administrative and financial responsibility rather thau 
render indirect assistance by way of advances to the Provinces afiected. 

The Commission's treatnaent of these" expensive functions of government 
may be contrasted with its treatment of another expensive function, namely 
the payment of non-contributory old-age pensions. As the Federal Govern- 
ment is already paying as high a proportion of their cost as it can reasonably 
pay without assuming control of the administration of the pensions, and as 
the Commission was convinced that it is more satisfactory that the Provinces 

^ Vide. Report of the Royal Commission on Dominion-Provincial Relations, Book II, 
Section G. The Appendix above is a summary of the abstract in the Report. 
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should continue to administer non-contributory old-age pensions it could 
not recommend any further financial help to the Provinces in this connexion. 
But the Commission is of the opinion that if non-contributory old-age pensions 
were to be superseded or supplemented by^aTcbnSibutbry system the latto 
should, for various reasons, be under the control of the Dominion. 

There is, however, an important financial burden of which Provincial 
Governments can be relieved without any sacrifice of autonomy. This is 
the d^weight cost of their debt service.. The burden taken up by the 
Doniinlonrif ifi were to assume this deadweight cost, would be less than 
the burden of which the Provinces were relieved because, as maturities 
occurred, the debts could be refunded more advantageously by the Dominion 
than by the Provinces. To this extent a saving would accrue to Canadian 
taxpayers. Th^^missiomhas, tiherefore, recommended that the Domimion 
shoul^assume ail Provincial debts Jboth direct debts and debts guaranteed 
by“the Provinces) and that each Province should pay over to the Dominion 
an annual sum equal" to the interest which it now receives from its invest * 
n^ts. The reason for this proviso is that it would not be expedient that 
the Dominion should take over liability for a debt which represented a 
self-liquidating investment retained by a Province. Conditions governing 
future Provincial borrowing are outlined in detail in the Eeport. 

In the case of one Province this recommendation as to debt requires an 
important modification. The Provincial debt of the Province of Quebec is 
low in comparison with the per captta debt of other provinces, and is an 
unusually low fraction of the combined municipal and Provincial debt of 
the Province. To meet this situation, which has arisen through the policy 
of this Province in imposing on municipalities onerous functions which are 
performed elsewhere by Provincial Governments, the Commission has recom-- 
mended that the Dominion should take over 40 per'^ent of the combined 
Provincial and municipal net debt service in Quebec. 

If the Provinces ^are relievjed, in accordance with this recommendation, 
of the deadweight burdejp._oL their debt^ it is not unreasonable that they 
should surrender^to the Dominion the juMdies, whatever their character, 
which they now receive?" Trince Edward Island alone would give up subsidies 
more than equivalent to the deadweight cost of its debt, and, as will be seen, 
this apparent loss will be more than made up in other ways. The abolition 
of the Provincial subsidies will be inhtself no inconsiderable reform, for their 
history is long and tortuous. The subsidies have been based on no clear 
principles and it has been impossible to say whether or not difierent Provinces 
have received equal treatment. 

The Commission had also to consider how to provide the Dominion with 
sources of revenue which would enable it to carry its new burdens. This 
enquiry (as will be seen) was combined with the consideration of efficiency 
and equity in taxation specifically entrusted to the Commission. Then® 
could be no question of increasing the legal taxing powers of the Domin^n 
smce these are^'aFfeM^ unlinif^d. '““BurTihe Provinces, in return for the 
benefits* which '“they receive, and for further payments which the 
Commission finds it necessary to recommend, should be prepared to renounce 
some of the taxes which they employ (or are entitled to employ) at present. 
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Tlie Dorai^iQii, for its part, should be able and willing to refrain from com- 
peting with the Provinces in respect of sources of revenue left to them and 
should leave the Provinces free to collect these revenues in whatever way 
appears to them most efhcient even if the method of indirect taxation should 
be involved. 

Just as the assumption of Provincial debts by the Dominion will lead to 
savings in interest from which taxpayers will benefit, so there are several 
taxes from which, if they are under unified control, as great a revenue can 
be obtained as at present with less hardship to the taxpayer. What is more 
important, a reorganisation of these taxes, of a character which is possible 
only if they Vre under unified control, can remove many hindrances which 
in “the recent past have been detrimental to the expansion of the national 
income {i.e. to the sum- total of the incomes of all citizens of Canada). As 
this' income expands, as the result of what may be fairly termed greater 
efficiency in taxation, the same revenue as at present can be obtained by 
taxes imposed at lower rates than those of to-day. 

The first of the taxes which the Commission recommends that the Pro- 
vinces should renounce is the tax on personal inconies. Not all Provinces 
impose this tax. Those which get most revenue from it are often taxing 
incomes which other Provinces think that they should have a share in 
taxing, because they are in part at least earned in them although they are 
received in those Provinces in which investors live, or in which large cor- 
porations have their head offices. Nor is this all. The general equity of 
the whole Canadian tax system — and the Commission has been instructed 
to concern itself with equity as well as with efficiency in taxation — requires 
that’ the tax on personal incomes, which is one of the very few taxes capable 
of any desired graduation, should be used to supplement other taxes and 
should be uniform throughout Canada. 

The second form of taxation which the Commission recommends that 
the Provinces should forgo includes those taxes imposed on corporations 
which individuals or partnerships, carrying on the same business as the 
corporation, would not be required to pay, and taxes on those businesses 
which only corporations engage in. They incjude, therefore, the tax on the 
net income of cor por ations and a multitude of taxes 'devised to raise fevenue 
ffoni particular classes of corporations which a Province cannot conveniently 
subject to a tax on net income. They do not include hona fide licence fees, 
the power to impose which would remain with the Province. These Pro- 
vincial corporation taxes are peculiarly vexatious to those who pay them 
and particularly detrimental to the expansion of the national income. The 
cost of tax compliance is high. The tax is often payable by a corporation 
which has no net income. The tax is very likely to be a tax on costs rather 
than on profits. These taxes are also a frequent source of interprovincial 
jealousy. Great benefits may be expected if they are swept away and the 
equivalent revenue raised by Federal taxes chiefly on corporate net income. 

To ask the Provinces to give up the entire revenue which they now 
derive from taxing corporations would, however, intensify a grievance of 
which the Commission received complaint in more than one Province ; for 
the Dominion would receive a tax on income which was in part derived 



APPENDIX I 357 

from the depletion of irreplaceable natural wealth. It is clearl^^ desirable 
that reve nue o f this character should be used for developmental work which 
will con^iensate for the damage which has been done to the resources "of a 
Province. TheX)ommission has, therefore, recommended that the Dominion 
should pay over to the Province ^ncerned 10 per cent of the corj^orate 
incbnie'^derived lrom the exploitation of the mineral wealth of the Province. 
When what is required is the conservation of natural resources by main- 
taining their productivity, rather than compensation for depletion by new 
investment, the Provinces are in a position to use their own taxing power. 

The third tax which the Commission recommends that the Provinces 
should forgo consists of various forins of succession du^. These differ from 
the income taxes in that they have not hitherto been used by the Dominion : 
but they are taxes to which the Dominion might at any time be compelled 
to resort. The use made of them by the Provinces has given rise to bitter 
complaint because the Provinces have not made equitable arrangements 
with one another so as to tax each item in an estate in one Province only. 
The differences in rates between Provinces, and the dangers of double taxa- 
tion, seriously distort investment in Canada. 

At this point there must be a refinement in the calculations. What is 
significant for the purposes of the Commission is the size of the surplus or 
deficit which would exist in a Province if it were to provide the normal 
Canadian standard of services and impose taxation of normal severity. It is 
not' the" services which each Province is at present providing, but the average 
Canadian standard of services, that a Province must be put in a position to 
'finance'. It is not the revenue which its taxes yield at their present level which 
matters, but the revenue which it would derive from them if its people were 
as heavily taxed as Canadians in general. Just as in the case of debt it is 
necessary to take account of the fact that some Provinces are more accus- 
tomed than others to provide services for i^heir people through municipalities 
or other agencies instead of directly. ^ Th e Commission has, therefore, at- 
tempted to compute, Province by Province, what the cost would be if the 
Province and its municipalities taken together were to provide services on 
the_Canadian standard.”" Adjustments have been made for the cost of the 
develdpmental services "appropriate to the Province, and for the weight of 
taxation m the Province. The r^esult has been that the Commission has 
been able to make a recommendation as to the amount, if any, which each 
individual Province should receive from the Dominion annually to enable 
it to provide normal Canadian services with no more than normal Canadian 
taxation. The Commission recommends that each Province found to_bepn 
n^ed of suclrT"payment should receive it by way of ah annual National 
Adjustment Grant frbni the Dominion. This grant as originally fixed would 
belrreducible. The Commission recommends, however, that National Adjust- 
ment Grants should be re-appraised every five years. For special emergencies, 
which might arise in respect of any Province (and which exist in one Province 
to-day), special provision should be made, as it would be undesirable either 
to fix an annual grant in perpetuity on the basis of conditions that are 
transitory, or to fail to provide for serious emergencies. 

The Commission also recommends the establishment of a small permanent 
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commissioji (wMch may be called tbe Finance Commission), assisted by an 
adequate technical staff, to advise upon all requests for new or increased 
grants, and to re-appraise the system of grants every five years. 

The recommendations which have been described would, if implemented, 
safeguard the autonomy of every Province by ensuring to it the revenue 
necessary to provide services in accordance with the Canadian standard. 
Every •Provincial G-overnment (including those whose position will be so 
good as to make adjustment grants unnecessary) would be placed in a better 
financial position than it is in to-day. And the financial position of every 
Province would be immeasurably more secure than it is to-day. The Com- 
mission looks on this as its primary achievement. It is convinced that this 
fundamental problem must be faced and it has not been able to discover 
any filternative way in which it could be solved. 

The recommendations which the Commission has made must be judged 
0^ a whole. They cannot with fairness either to the Provinces or to the 
Dominion be considered in isolation for any one of them taken alone might 
produce grotesque results. 

At what cost, it may be asked, will the Provinces have secured these 
advantages ? There will be a certain cost to the Dominion and, therefore, 
to the Dominion’s taxpayers. The taxes forgone by the Provinges, if replaced 
by Dominion taxes of equal yield, would not provide all the money which the 
Dominion will probably be called on to pay under the Plan. It is necessary 
to say “ probably ” because the Dominion, unlike the Provinces, will be left 
with highly variable expenditures {e,g. those on unemployment relief) and 
variable revenues. The long-run effects of the proposed arrangements should, 
as has been explained, be to increase employment and to increase the national 
income and, therefore, the national revenue. But the expectation of the 
Commission is that the Dominion, in the first instance, will have to increase 
taxes somewhat. Even without increasing tax rates it will obviously increase 
the taxes payable by citizens of those Provinces which have no personal 
income tax to-day. It is hardly necessary to add that, in view of the end to 
be attained, the price seems low. 

There will, of course, be adjustments. At every stage of the Commission’s 
enquiry it has endeavoured to frame recommendations which, if implernented, 
will avoid the minor hardships or inequities that might result if the measures 
which have, perforce, been somewhat crudely described in this summary, 
were crudely applied. One or two examples will be given here. Others will 
be found in the Report itself. But the whole spirit of the Report would 
suggest that analogous adjustments should be made, even if the Commission 
has not thought of them and, therefore, has not mentioned them. ^ 

If the administration of a service or the collection of a tax is transferred 
from one Government to another it is desirable that those who have adminis- 
tered the service or collected the tax in the past should continue to do so in 
the future and that their skill and experience should not be lost to the nation 
nor their personal expectation of continuous employment disappointed. The 
Commission has, therefore, recommended that the Dominion, if it takes over 
a Provincial function, should continue the employment of those previously 
employed by the Provincial Government concerned. This recommendation 
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IS particularly important when questions of language are involved. 

If a tax now levied by one Government is to be replaced by a tax levied 
by another the new tax should be adjusted to the circumstances of the people 
on whom it is to be imposed, and advantage should be taken of the oppor- 
tunity to design the new tax as equitably as possible. Thus, if the Dominion 
collects succession duties, it is important that the administration for their 
collection should be decentralised and that small estates should be .rapidly 
cleared without correspondence having to go through Ottawa. And the 
taxation scales should be arranged so as to tax an estate more lightly when 
it is divided among many children. 

If legislative powers {e.g. in relation to unemployment insurance) are to 
be conferred on the Dominion in addition to those which it now enjoys, it is 
important that they should be strictly defined so as to avoid the dan^r of 
their being extended by interpretation in unexpected ways which might 
interfere with the civil code in Quebec, or with the corresponding interests 
of other Provinces. 

This brief summary would lose its way among details were it to attempt 
to enumerate the recommendations — some of them important recommenda- 
tions — which the Commission has felt bound to make in its Report. What 
has been said should indicate the structure of the Dominion-Provincial 
financial relations which would, in the opinion of the Commission, charac- 
terise a healthy Eederal system in Canada. Before passing on to mention 
a few of the subsidiary recommendations, it may be worth while to point 
out that the Commission’s financial proposals are, in terms of the economic 
life of 1939, very similar to what the provisions of the British North America 
Act were in terms of the economic life of 1867. 

As far as the municipalities were concerned, they are the cr eatu res of the 
Prjyinces in whicbT theyare situated and their financial powers and duties'* 
are such as the Province chooses to confer on them. The financial plan which 
has been described has taken account of municipal expenditures and taxa- 
tion as part of the Provincial picture and it will; if it is implemented, have 
very important indirect efiects on municipal finance. It will relieve the 
municipalities of their share in providing relief for employables and their 
dependants. It will put every Provincial Government in a better position 
than it is in to-day for extending such aid as it may think fit to its munici- 
palities, whether by relieving thein of the cost of services which they now 
perform, or by contributing :^ancialiy to the cost of these services. 

In respect to marketing legislation great difficulty has been experienced 
in framing Dominion and Provincial legislation which will cover the whole 
field, even when the wishes of Dominion and Provinces are identical. The 
Commission has sought to remedy this situation by recommending that the 
Dominion and the Provinces should have concurrent legislative powers to 
deal with the marketing of a named list of natural products to which additions 
may be made from time to time by common consent. 

Nor is this the only instance in which it has seemed appropriate that a 
power of delegation should form part of Canadian Eederal relations. The 
Commission has recommended that tliis power should be quite general and 
that the Dominion should be able to delegate any of its legislative powers to 
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a Province^ and that a Province should be able to delegate any of its legislative 
powers to the Dominion. Delegation should provide a convenient means 
of dealing with specific questions as they may arise from time to time without 
limiting in advance the power of either the Dominion or the Provinces. In 
some instances one or more of the Provinces might be prepared to delegate 
powers to the Dominion while other Provinces were unwilling, and in such 
cases the advantages of a power of delegation over constitutional amendment 
would lie in flexibility. 

The Commission has come to consider the transportation problem of 
Canada one of the problems which cannot be solved without close collabora- 
tion between the Dominion and the Provinces. It realises, however, that its 
own technical competence is slight m this field and has, therefore, confined 
itselirto discussing the issues which will have to be faced, in the hope of doing 
something to clarify the problem of jurisdiction. It points out, however, 
the great advantage which might be derived from a Transport Planning 
Commission which would be concerned both with planning transportation 
developments in a broad way, and with facilitating the co-operation between 
the Dominion and the Provinces in transportation matters which is necessary 
for the taxpayer. 

Co-operation between the autonomous Governments of the Federal 
system has to-day become imperative. The Commission recommends as the 
principal means to this end that Dominion-Provincial Conference^, which 
have hitherto met at infrequent intervaJs7'should““now be regularised, and 
provision made for frequent meetings, say every" yeaF^^It urges further that 
the Conference should be provided with an adequate and permanent secretariat 
for the purpose of serving the Conference directly, and of facilitating co-opera- 
tion between the Dominion and the Provinces in general. 

In conclusion of this summary it remains to add that the decisions 
underlying the recommendations contained in the Report were reached before 
the outbreak of war. The Commission decided, after deliberation, to com- 
plete the Report exactly as it would have been completed had war not been 
declared. The basic recommendations of the Commission concerning the 
re-allocation of the functions of Government and the financial relations of 
the Dominion and the Provinces were framed with the possibility of^emer- 
gencies in mind and are, it is hoped, su^ciently flexible to be adjusted to 
any situation which the war may produce. 

Of the subsidiary recommendations many are concerned with matters 
not in the least likely to be aflected by the strains and stresses of war, while 
some may require modification in the light of events. The need for some 
action designed to enable the people of Canada to throw their whole weig]it 
into any great national eflort, such as the struggle to which they have com- 
mitted themselves, and at the same time to ensure the smooth working of 
the social and educational services on which the welfare of the mass of the 
people depends, is far greater and far more urgent in time of war and of 
post-war reorganisation than it is in time of peace. And it is precisely to 
these two main objectives that the chief recommendations of the Commission 
have been directed. 

The financial proposals have been designed to enable every Province of 
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Canada to rely on having sufficient revenue at its command in wac-time as in 
peace-time, in years of adversity as in years of prosperity, to carry out the 
important functions entrusted to it. They are also designed to produce this 
result while leaving the fiscal powers of the Dominion as wide in fact as they 
have always been in law, so that it may direct the wealth of the nation as 
the national interest may require. If some such adjustment of Canadian 
economic life appeared sufficiently urgent to lead to the appointmeiA of the 
Commission in time of peace, how much more urgent is it in time of war ? 
How much more urgent will it be in the critical transition from war to peace 
again ? The Commission does not consider that its proposals are either 
centralising or decentralising in their combined effect but believes that they 
will conduce to the sane balance between these two tendencies which is the 
essence of a genuine Federal system and, therefore, the basis on ’R^hich 
Canadian national unity can most securely rest. 

JOS. SIROIS, Chairman 
JOHN W. DAFOE 
R. A. MACXAY 
H. F. ANGUS 


Alex. Skelton, Secretary 
Adjutoe Savaed, French Secretary 
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Summary of Eecommendations, made in the Re fort by the 
American Committee on Intergovernmental Fiscal Relations 
{Dr. Luther Gulich, Dr. Harold M. Groves and Dr. Mabel 
Newcomer), in Terms of an Action Programme for each 
Level of Government 

I. Federal Government 

A. For Immediate Action 

1. Negotiate with State representatives and pass legislation to create a 
Federal-State Fiscal Authority. 

2. Amend the income tax law to make State income taxes deductible on 
an accrual basis even though other expenses are reported on a cash basis. 

3. Revise, modernise and broaden the death tax credit. 

4. Give the Federal estate tax a thorough overhauling, integrating death 

and gift taxes, substantially reducing exemptions and co-ordinating the 
Federal and State taxes. r 

5. Eliminate tax-exempt securities in a manner to secure States and munici- 
palities against loss arising from the taxability of their securities. 

6. Defeat discrimination resulting from State community-property laws 
by providing that they shall not apply in the operation of Federal 
tax laws. 

7. Provide a clearing-house and ‘‘ board of appeals ” (Federal-State Fiscal 
Authority) for more careful and consistent treatment of payments in lieu 
of property taxes on Federally owned property. Such payments should 
be generous, especially during the war, 

8. Provide a special joint committee of Congress to consider legislative 
proposals for payments in lieu of taxes ; provide facilities for maintaining 
a permanent inventory of Governmeirt property. 

9. Allow State sales tax application to contractors working on Government 
orders. 

10. Modify and improve the co-ordination and efficiency in unemployment 
compensation by increasing the Federal credit from 90 to 100 per cent 
and requiring the States to furnish part of the cost of administration.# 

11. Disallow sales taxes as a deduction in Federal income tax practice ; if 
the deduction is retained, make it general and not conditioned upon 
certain technicalities in the tax law. 

12. Pay more heed to cost of compliance in framing tax laws. 

13. Extend the Civil Service coverage to include all personnel engaged in 
Federal tax administration. 

14. Consider the provision of a suitable bond instrumentality for the invest- 
ment of State and Local surplus funds during the war. This might take 
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tlie form of a non-negotiable bond redeemable after tlie einergency or 
upon a showing of war-created need, and to be matched by the Federal 
Government if used for approved public worksd 

15. Continue and enhance co-operative efforts to improve State and Local 
accounting and reporting ; provide annual compilation of cost of govern- 
ment and total taxes. 

16. Expend more effort on Federal-State collaboration in the adminikration 
of overlapping taxes. 

17. Kepeal the automobile use tax, or, if it is retained, require receipt as a 
condition for obtaining a State licence. 

18. Further promote better uniform governmental accounting and reporting. 

19. Assume the responsibility of annual calculation and publication of the 
over-all cost of government and other fundamental fiscal data. 

20. Cultivate an attitude which regards States and Localities as partners in a 
joint enterprise. 

B. For Immediate or Future Action 

21. Develop in consultation with the States, standard rules for income and 
death tax jurisdiction ; develop suitable rewards for State compliance 
with these rules and other suitable procedures so that the Federal Govern- 
ment may serve as an umpire in multiple taxation disputes. 

22. Develop in consultation with the States rules of uniform income tax 
procedure ; promote the adoption of such rules looking toward single 
administration of a relatively uniform State and Federal income tax. 

23. Adopt a Federal-Collection-State-Sharing programme for the tobacco tax. 

24. Enact legislation providing for Federal incorporation of corporations 
doing an mter-State business. 

25. Provide distribution of welfare grants to the States through a graduated 
bracket system as suggested in the Connally amendment. 

C. For Future Action 

26. Abandon motor vehicle taxes to the States reserving the right to tax 
motor fuel used in aviation. 

27. Inaugurate a thorough study of the cost of tax compliance and the 
burden of multiple taxation on 4nter-State companies ; reserve action on 
centralisation of business taxes until this evidence is available. 

28. Us^ a public investment technique (if necessary) to cope with post-war 
deflation and unemployment ; dual Budget ; creative public ^ works 
(health, housing, nutrition and regional development) ; full liquidation 

^ of outlays. 

29. Beduce repressiveness of the tax system by de-emphasising business 
taxes and by equalising burden upon equity-financed companies compared 
with those financed by means of indebtedness (through a partial credit 
to the corporation for dividends paid out). 

30. Broaden Federal aid to include relief and elementary education. 

31. Broaden the Social Security programme to include uncovered groups under 

^ Written before recent developments which cover, to some extent, the needs of 

the States. 
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old-ag(^ insurance and unemployment compensation. This would not 
only provide more equitable coverage but would also make possible some 
simplification of pay-roll taxes. 

32. Recognise a national minimum status for elementary education by 
provision of a differential (equalisation) grant. 

33. Provide controls which will ensure improvement in the division of 
educational revenues, local districting, and the quality of the educational 
product, at the same time ensuring against coercive interference with 
Local autonomy and minority views concerning education. 

34. Provide for Federal scholarships to ensure the adequate development of 
talent through higher education. 

35. In the interest of simplification, repeal Federal liquor licence fees retaining 
Bcences where needed for administration. 

D. Contingent Action 

36. If a Federal retail sales tax is enacted, provide legislative implementation 
and administrative action to ensure the fullest co-operative use of State 
personnel and machinery. 

II. State G-overnments 

1. Negotiate with Federal representatives and collaborate in the develop- 
ment of a Federal-State Fiscal Authority. 

2. Negotiate with Federal officials and Congress to inaugurate a programme 
for the elimination of tax-exempt securities in such manner as not to 
embarrass States and municipalities fiscally. 

3. Tighten property exemption provisions ; relax ceiling and uniformity 
requirements as to Local property tax levies ; develop more adequate 
supervision of property tax administration, 

4. In collaboration with municipalities, refrain from demanding unreason- 
able war-time aid from the Federal Government, thus recognising the 
importance of Local independence. 

5. Apply surplus revenues, where possible, to the elimination of dej}t and 
the development of a reserve against war-time loss of revenue and post- 
war need for public works. 

6. When revenues will permit, allow Federal income taxes as a deduction 
in calculating State income taxes. 

7. Redouble attack on trade barriers, multiple taxation, and special induce- 
ments for the location of industry ; use of education, reciprocal agree- 
ments and inter-State compacts toward these ends ; pass legislation 
allowing credit to new residents for automobile licence taxes paid in the 
same year to other States. 

8. Collaborate with the Federal Government looking toward Federal arbitra- 
tion of jurisdictional disputes and joint determination and promotion of 
uniform practices in income and business taxation especially with regard 
to questions of jurisdiction. 

9. Further collaborate with the Federal Government in the joint administra- 
tion of overlapping taxes. 
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10. Adopt iegislation on tlieir own initiative that would mal^ payment 
of Federal automobile use tax a condition for the receipt of a State 
licence. 

11. Mitigate the rotten borough system by providing more adequate repre- 
sentation for cities in State legislatures. 

12. Give more consideration to cities in the distribution of shared taxes, 
particularly motor vehicle taxes. 

13. Adopt enabling legislation that would permit cities to supplement the 
general property tax with a rental tax on occupiers. 

14. Adopt enabling legislation that would facilitate surplus financing during 
war-time. 

15. Adopt legislation requiring more adequate and more uniform govern- 
mental accounting and reporting. 

16. Cultivate an attitude that regards all Governments as partners in a joint 
enterprise. 

17. Collaborate with the Federal Government on a broader and more generous' 
programme of Federal aids, accepting controls, but insisting that they be 
co-operatively applied rather than dictated. 


III. Municipal Governments 

1. Negotiate with Federal representatives and collaborate in the develop- 
ment of a Federal-State Fiscal Authority. 

2. Negotiate with Federal officials and Congress to inaugurate a programme 
for the elimination of tax-exempt securities that will not fiscally embarrass 
States and municipalities. 

3. In collaboration with States, refrain from demanding unreasonable war- 
time aid from the Federal Government, thus recognising the importance 
of Local independence. 

4. Apply surplus revenues, where possible, to the elimination of debt and 
the development of a reserve against war-time loss of revenue and post- 
war need for public works. 

5. Broaden the property tax programme by supplementing the property tax 
with a rental tax on occupiers. 

6. Strictly interpret property tax exemptions. 

7. Inaugurate a thoroughgoing study of possible new sources of independent 
Local revenue. 

8. Study successful procedures for safeguarding reserve funds, and enact 
legislation needed for this purpose. 

9y Develop more metropolitan co-operation and the use of large metro- 
politan districts for financing functions of common interest. 

10. Emphasise raw-material-produoing districts’ claim upon aids and shared 
taxes because their tax base does not represent their contribution to the 
national product. 

11. Demand more equitable representation in State legislatures. 

12. Demand more equitable distribution of shared revenues, particularly 
motor vehicle taxes. 

13. Provide for more adequate governmental accounting and reporting. 
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14. Cultivate an attitude which regards all Governments as j^artners in a 
joint enterprise. 

15. Prepare for collaboration with ihe Federal Government in a post-war 
public investment programme. 

16. Collaborate with the Federal Government on a broader and more generous 
-programme of Federal aids, accepting controls, but insisting that they 
be co-operatively applied rather than dictated. 
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